pk PF 


Fhe 
Janker 





PORTENTS FROM AMERICA 
HIGH LONG RATES THROUGH 1959? 


BY F. W. PAISH 


ELECTRONICS IN THE BANKS 


BY J. D. COWEN 


MORE PUBLIC INVESTMENT 
ARGENTINA’S OIL GAMBLE 


BANKS AND BUSINESSMEN IN THE COURTS 
SIR OSCAR HOBSON: "WARE THE BOOM 








PRINCETON UNIVERSITY 


JANUARY 1999 - THREE SIELINGIjcg 





LIBRARY | 














What do 
I want ? 








Security for my savings with an 
> attractive rate of interest 


Invest at 32% - 4% 


(INCOME TAX ba 


Write for a FREE copy of 
“ Profitable Investment” 


Mastin gs and Thane f Member of the Building 
if Ve. gene ve Fs Societies Association 


(Established over 100 years) Assets £27,000,000 
HEAD OFFICES: HASTINGS AND RAMSGATE 
London Office: 99 Baker Street, W.1. 
BRANCHES & AGENCIES THROUGHOUT THE COUNTRY 




















A PERSONAL SERVICE 





Manufacturers and traders wishing to extend their activities to 
Australia are invited to take advantage of our specialised 
Information Service. 

Upon request we will furnish, without obligation, an individually 
prepared survey of any industry. Full reports are available on 
all matters incidental to establishing a business. 

An expert advisory staff is always at your disposal. 


Write, telephone or call 


THE NATIONAL BANK OF AUSTRALASIA LTD 


(Incorporated in Victoria) 
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What you need 
is more permanent 
capital 


This advice is not infrequently given by 
bankers to some of their best customers 
It marks the need to meet which the Joint Stock 
Banks, in 1945, set up the 


Industrial and Commercial 
Finance Corporation 
Limited 


The Corporation’s business is to provide long 

period loans on fixed terms as to rate and re- 

demption, and/or preference or ordinary share 

capital, to concerns which have no ready access 

to the capital market through the _ Stock 
Exchanges 


As its constitution would suggest, it works closely 
in every way with the banker 


Write for booklet: ‘Capital for Business’ 


HEAD OFFICE 
7 Drapers’ Gardens, London, EC2 
Tel: National 8621/5 


and branches in Birmingham, Manchester, 
Leicester, Leeds and also Edinburgh 
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SIR CECIL ELLERTON 


who retired as deputy chairman of Barclays Bank on December 31, 
but remains a member of the board 
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A Financial Notebook 











Convertibility 


THE bestowal of formal converti- 
bility on all current account sterling 
held by non-residents, which was 
announced on December 27 just as 
this issue of The Banker was going 
to press, and the parallel moves by 
other major countries of western 
Europe have transformed the Euro- 
pean monetary scene and, indeed, 
the whole system of international 
trade and payments. Germany, 
France, Italy, Norway, Sweden, 
Denmark, the Netherlands, Belgium 
and Luxemburg joined Britain in 
a concerted move to make their cur- 
rencies convertible to non-residents. 
It should be emphasized that this 
move applies only in the sphere of 
foreign exchange—there has been 
no general relaxation of restrictions 
on trade or any increase in tourist 
allowances. Moreover, it is confined 
to current payments: capital trans- 
actions are still generally subject to 
exchange control. In the case of 
sterling this means that converti- 
bility has not been extended to 
security sterling. 

The plan to unify American ac- 
count and transferable account ster- 
ling had been advanced by the 
decisions taken at Montreal and 
New Delhi, but the deadlock in the 
negotiations for a European free 
trade area had created a risk that 
any such move might have been 
misrepresented as an act of retalia- 
tion for French intransigence. In 
the event, however, its timing was 
actually determined by the special 
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problem of the franc—by the need 
to correct its overvaluation, and in 
particular to do so before French 
trade faced increased competition 
within the common market. If both 
of these steps were to be taken soon, 
then plainly they had to be syn- 
chronized—if only to allow France 
to present its devaluation as part of 
another forward move in_ inter- 
national co-operation. 


The Franc Devalued 


The measures announced by the 
French Government thus went fur- 
ther than most observers had ex- 
pected. ‘They included a devaluation 
of the franc by 17.55 per cent to 
1,383 to the {, convertibility for 
non-resident francs, the freeing from 
quota restrictions of 90 per cent of 
France’s trade with other OEEC 
countries and, to back up these 
moves, a substantial increase in 
taxation and reduction in Govern- 
ment spending. ‘The full implica- 
tions of these measures cannot yet 
be assessed. ‘They hold the hope, 
however, that by making French 
export industries more competitive 
they will soften France’s opposition 
to a European free trade area. 


Replacing EPU 


The act of making transferable 
sterling formally convertible, im- 
portant though it is psychologically, 
in practice adds little, if anything, 
to the obligations already assumed 
by the British Government. Since 
1955 such sterling had been freely 
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convertible into dollars in overseas 
markets at a discount that had rarely 
exceeded 1 per cent, and that in 
recent weeks had been less than 
4 per cent. Formal convertibility 
should bring a considerable amount 
of foreign exchange business back 
to London, since transferable ster- 
ling has been dealt in only in 
overseas markets. 

The most important immediate 
practical consequence of converti- 
bility is the termination of the 
European Payments Union and its 
replacement by the European Mone- 
tary Agreement. Under this agree- 
ment, which was drawn up in 1955, 
facilities will be provided for monthly 
settlements, but such settlements 
will be made fully in gold and at 
the extreme limit of the official ex- 
change dealing margins, instead of 
at their middle points as hitherto. 
There will thus be a strong induce- 
ment for members to clear intra- 
European payments through the 
foreign exchange markets. More- 
over, the automatic credit of 25 per 
cent extended to debtors by the 
EPU will be replaced by advances 
made at the discretion of the manag- 
ing board from a special fund of 
$600 millions. 


Turning Point for Exports ? 


Hopes that the decline in Britain’s 
exports has been reversed were 
raised further by the trade returns 
for November. Exports in_ that 
month were no less than {24 mil- 
lions higher than in October, and, 
at £291 millions, the highest recorded 
in any month since May, 1957. ‘This 
striking increase reinforced the im- 
pression given by the returns for 
the two previous months that a 
change of trend had taken place in 
September. In the three months, 
June-August, exports were running 
7 per cent below their rate in the 
corresponding period of 1957. In 


September and October the decline 
narrowed to 2 per cent, and in 
November exports were actually 1} 
per cent higher than a year earlier. 

Imports fell by £15 millions dur- 
ing November to £313 millions, and 
re-exports edged £1 million higher 
to £13 millions. The trade gap 
between exports and_ re-exports 
(valued f.o.b.) and imports (valued 
c.1.f.) was thus reduced to £9 mil- 
lions, one of the smallest figures 
recorded in any “ normal” month 
since the war. 

The strength of Britain’s balance 
of trade was reflected in the rise of 
$41 millions, to $3,215 millions, in 
the gold and dollar reserves during 
November, and the decline in the 
deficit with the European Payments 
Union to £6 millions compared with 
£12 millions in October. Although 
the actual rise in the reserves was 
rather smaller than in October, it 
was achieved despite a falling off in 
the inflow of short-term funds. 
Indeed, there were indications that 
some foreign money was withdrawn 
from London after the reduction in 
Bank rate on November 20. 

Last month the gold reserves had 
to meet the annual instalments on 
the North American loans. These 
required a total draft of $186 mil- 
lions. In addition, $123 millions 
was paid to EPU in settlement of 
the November deficit and $73 mil- 
lions to Canada in final discharge of 
the $700 millions interest-free loan 


of 1942. 


Repaying the Fund 

Britain is to _ repay, ~ before 
April 30 next, $200 millions of the 
$561 millions drawn from the Fund 
in December, 1956. Repayments 
were not expected to begin until 
December, 1959, and in deciding to 
make an earlier start the Govern- 
ment has indicated its confidence 
that sterling will remain strong in 





1959. Repayment of the balance of 
$361 mullions will be made in 
monthly instalments in 1960 and 
1961, though the Government, after 
review in December of the preceding 
year, may decide to “ accelerate 
these repayments if the position 
warrants it’. It was also announced 
that the Fund had agreed to Britain’s 
request, foreshadowed by the Chan- 
cellor at New Delhi, for the renewal 
for a further year of the stand-by 
credit of $739 millions. 

Last month Britain’s failure to 
induce the common market countries 
to enter a free trade area caused 
sterling to weaken a little against 
most continental currencies and par- 
ticularly against the Swiss franc, 
which was carried upwards by 
rumours of the break-up of the 
EPU and a general move towards 
freer exchange rates in Europe. 
The French franc, however, was de- 
pressed by reports that the authori- 
ties were planning another devalua- 
tion. Sterling regained a little 
ground against the dollar in the 
middle of the month, and, following 
the fall in money rates in London, 
the discount on forward sterling was 
virtually eliminated. 


Novel Conversion Tactics 

A notable shift in official policy 
towards the gilt- edged market 
seemed implicit in the novel tactics 
adopted by the authorities for deal- 
ing with the redemption of the 2 per 
cent Conversion stock, 1958-59, due 
on January 15 next. At end-Novem- 
ber, a week after the cut in Bank 
rate to 4 per cent, the ‘Treasury 
invited holders to convert at par 
into a new “short ’’—4} per cent 
Conversion stock, 1964—but re- 
stricted the new issue to £250 mil- 
lions, compared with the £592 mil- 
lions due for repayment. On this 
occasion the authorities were depart- 
ing from the “ funding ’”’ principle 













































of trying to make the operation in 
itself a means of minimizing the 
replacement of the maturing stock 
by floating debt. This was evident 
not only from the limit on the con- 
version but also from the fact that 
no effort seemed to have been made 
to offer a stock likely to appeal to 
any substantial volume of holders 
of the maturity. In the event, the 
conversion lists remained open for 
the maximum period of a fortnight, 
and it is believed that the bulk of 
the £250 millions has been taken up, 
according to plan, by the “ depart- 
ments ’’—-thus broadening the range 
of wares prospectively available from 
the Government broker. 

These tactics, in other words, 
came close to the second-best of the 
alternative methods suggested in The 
Banker last month for the purpose 
of reassuring the banks that mone- 
tary policy would not be allowed to 
get significantly out of step with the 
reflationary economic policy as a 
whole. But if that sort of reassurance 
was intended, it has not—up to the 
moment of writing—had any sub- 
stantial effect. Before the conversion, 
as a later Note records, the con- 
siderable rise in bank advances had 
put pressure upon liquidity ratios 
and provoked some substantial sales 
of gilt-edged. But the limited con- 
version operation, with its virtual 
assurance that this month’s debt 
redemption will neutralize a not in- 
considerable part of the seasonal 
influences that make for reduction 
of floating debt, did not put an end 
to the selling. Some of the sales, 
moreover, extended: to medium- 
dated stocks. At the same time the 
irredeemables faced almost con- 
tinuous, though rarely heavy, sales 
from small holders. By Christmas 
week the long end of the market 
was still somewhat weaker than on 
the eve of the conversion announce- 
ment. ‘The shorts, however, have 
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been firm throughout, under the 
influence of a fall in the Treasury 
bill rate, which dropped from nearly 
34 per cent on the morrow of the 
4 per cent Bank rate to only 33 per 
cent by December 12, though it 
recovered slightly in the following 
week. 


Bank Dividend Season 


The bank dividend season after 
this year of exceptional banking 
innovations has been robbed of 
much of its special interest by anti- 
cipatory dividend statements from 
no fewer than four of the big banks 
—in each instance in association 
with schemes for the capitalization 
of reserves. Barclays last August, 
and Lloyds in October, foreshadowed 
final dividends for 1958 that raised 
the year’s distributions, calculated 
on the old capital, from 12 to 133 
per cent (15 per cent in a full year) 
and from 13 to 15 per cent (no 
forecast for 1959) respectively. Last 
month there came statements from 
the Midland Bank and Martins. 
The Midland is proposing a one- 
for-three scrip distribution that will 
absorb £5,385,000 of published re- 
serve (to be restored to £16,156,000 
forthwith by transfer from inner 
reserves) and will raise total paid-up 
capital to £21,541,000. The dividend 
for 1958 will be at the 1957 rate of 
18 per cent (involving a slight in- 
crease because of the small scrip 
issue made in the second half of 
1957), but the payment for 1959 is 
foreshadowed at 15 per cent, equal 
to 20 per cent on present capital. 

Martins is making a smaller scrip 
distribution but a bigger increase 
in dividend. The former is one-in- 
four, capitalizing £1,319,000 brought 
in from inner reserves and raising 
total capital to £6,595,000. The 
new shares will not rank for 1958 
dividend, but the year’s final is 


being sharply raised, from 73 to 











124 per cent, making 20 per cent, 
compared with 15 per cent in 1957; 
the same effective payment is fore- 
shadowed for 1959, with the half- 
year’s rate at 8 per cent on the 
enlarged capital. ‘The total increase 
in effective distribution by Martins, 
measured over the whole period 
since the first post-war increase in 
bank dividends was made six years 
ago, now amounts to three-fifths, 
one of the largest improvements 
shown among the clearing banks. 
The Midland’s effective increase, 
based on its foreshadowed 1959 pay- 
ment, is one of the smallest, at a 
little over one-quarter. 


CIC Rebuffs Midland Bank 
The Midland Bank also revealed, 
rather surprisingly, that it had hoped 
to combine its scrip distribution 
with a “‘rights’’ issue to  share- 
holders, so as to bring in additional 
cash capital. Permission to make 
such an issue, which would have 
been the first by any of the big 
banks for many years, was however 
declined by the Capital Issues Com- 
mittee, obviously after consultation 
with high authority. This. rejection 
heaped new fuel into the flames of 
criticism of capital issues control as 
being not only anachronistic and un- 
necessary but also anomalous in 
operation. How, it was asked, could 
this attitude be squared with the 
permitted issues by hire-purchase 
finance companies and the ofhcial 
blessing given to the expansionary 
and more competitive policies re- 
cently adopted by the banks ? 
Though no official explanations 
have been given, it would be wrong 
to deduce that faces are wholly set 
against the raising of new money by 
the banks, that the official attitude 
now is no different from what it 
would have been before the relaxa- 
tion of the credit squeeze. The 
Midland is not the only bank that 





would like to raise additional capital; 
and the authorities doubtless reck- 
oned that the granting of permission 
to one might have provoked a spate 
of applications from others. Most 
banks would like, if opportunity 
arose, to improve the ratios of (pub- 
lished) shareholders’ resources to de- 
posit liabilities more rapidly than 
can be done by drawing upon un- 
published resources; but few, if any, 
bankers would regard their capital 
as being the limiting factor in their 
planning for expansion—not even 1n 
their building programmes. If that 
is really so, the direct effects of a 
round of bank issues would be con- 
fined to the banks’ balance sheets: 
producing there nothing more than 
a transfer from aggregate deposits 
to aggregate shareholders’ resources. 
Some may question the need for 
such a “ book-keeping ”’ operation. 
But if the process is thus innocuous, 
it will be surprising if the oppor- 
tunity is not provided, for those who 
think fit to take it, during the 
course of 1959. 


Ottawa Agreement Revised 
The new trade agreement con- 


cluded with New Zealand, like that 


concluded two years ago with Aus- 


tralia, reflects the growing feeling of 
many of the primary producing 
countries of the Commonwealth that 
the benefits of Commonwealth pre- 
ference are now bestowed dispro- 
portionately upon Britain. The 
specific preferences related to quan- 
tity that Britain accords to Com- 
monwealth goods have been robbed 
of much of their effectiveness by the 
rise in prices over the past twenty 
years, while the ad walorem prefer- 
ences that Britain’s own exports 
enjoy in Commonwealth markets 
have not been similarly affected. 


To redress the balance it has been 
agreed, after long negotiations, to 
permit New Zealand to reduce the 
minimum margin of preference 
guaranteed to British goods from 
the standard rate of 20 per cent 
established under the Ottawa Agree- 
ment of 1932 to a general rate of 
10 per cent, with special rates of 
74 per cent on certain welfare and 
producer goods, and 5 per cent on 
‘essential ’’ producer goods (mainly 
iron and steel). ‘This lowest margin 
of preference applies to roughly a 
tenth of Britain’s exports to New 
Zealand. It is less than the lowest 
rate—7} per cent—permitted in the 
Australian trade agreement and 
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marks a further considerable retreat 
from the degree of Commonwealth 
preference agreed at Ottawa. 

New Zealand’s main object in 
seeking this revision of the Ottawa 
agreement is to obtain more freedom 
in negotiating trade agreements with 
countries outside the Common- 
wealth. New Zealand is particularly 
anxious to find outlets for its farm 
products and is believed to be ex- 
ploring the possibility of barter deals 
with other countries. Spokesmen 
for the New Zealand Government 
have stressed, however, that any such 
deals would not divert trade from 
the United Kingdom but provide 
an outlet for produce that New 
Zealand’s traditional markets could 
not absorb. 


Deposits’ New Peak 

Credit expansion speeded up in 
the five weeks covered by the clear- 
ing banks’ November statement, but 
the direct cause of this was not, as 


Nov 19, Change on 
1958 Month Year 
{mn {mn {mn 
Deposits .. 6788.8 -44.2 +-280.1 
‘NT oe”? : f 6495.2* 54.0 260.0 
Net™ Dep 6406.04 60.3 


Liquid Vor 
Assets 2286.5 (33.7) 44.9 -—117.6 


Cash 555.1 (8.2) — 6.4 — 21.6 
Call money 44.21 (6.5) 23.4 30.0 
Treas bills... 1177.0 (17.3) 3.8 —147.1 
Other bills... 112.3 (1.7) 11.2 - 21.6 
<< Risk 33 

Assets 4283.3 (63.1) 7.8 -+-372.0 
Investments 2151.5 (317.7) -—41.8 114.2 
Advances§ .. 2131.9(31.4) --49.6 ~—-257.9 
State Bds , 74.3 —- 5.0 16.3 
2057.6 54.6 241.7 

All other 1 1982.6 617 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

t Ratio of assets to published deposits. 

$ Official total mmmus Llovds Bank transit 
item. 

|| Excluding transit items. 

been supposed, the 


might have 


marked liberalization that has lately 
occurred in bank lending habits but 
rather the change of trend in the 





gilt-edged market—which stopped 
(and probably for a while reversed) 
the funding sales of the authorities. 
The rise in net deposits by £54 
millions (or £60 millions if all 
“transit”? as well as “ collection ”’ 
items are excluded from gross de- 
posits) was slightly less than in the 
preceding period, but it contrasted 
with a small contraction in the 
similar weeks of 1957; and Lloyds 
Bank’s_ seasonally-corrected index 
jumped by 1.1 to 112.3, thus sur- 
passing its former all-time peak 
(112.0 in February, 1955). ‘The rise 
in advances became still more pro- 
nounced. Excluding the State 
boards, it amounted to {62 millions 
after allowing for a decline of £6.3 
millions in the newly-disclosed tran- 
sit items included in the published 
total of advances ( {2,146.1 millions), 
or to £543 millions on the old basis 
of calculation; this is retained in the 
accompanying table for the sake of 
giving a longer range comparison. 


Biggest Personal Lending 


Over the three months August- 
November, bank loans to the private 
sector rose more rapidly than ever 
before, and the biggest component 
in this growth was a record expansion 
of loans to personal and professional 
borrowers. ‘This is revealed by the 
first quarterly classification to show 
the full effects of the relaxations 
announced last July. As will be seen 
from the detailed comparisons on 
page 66, aggregate advances by all 
members of the British Bankers’ 
Association rose by £129 millions 
(of which nearly £127 millions was 
attributable to the clearing banks) 
and advances to the private sector 
by £121 millions. Well over one- 
third of this new money went to the 
personal and professional group, the 
total borrowings of which rose by 
14 per cent, or £473 muillions—more 
than twice the biggest rise ever 











recorded previously—to £383 mil- 
lions, which is £68 millions above 
the low point reached two years 
previously. 

Not more than about one-quarter 
of this latest rise is likely to consist 
of the new-style instalment loans. 
The increase in personal bank loans 
of all kinds evidently explains, how- 
ever, why the boom in sales of con- 
sumer durables that followed the 
easing of hire-purchase controls was 
accompanied in October (the latest 
month for which estimates are avail- 
able) by only a moderate rise in 
outstanding hire-purchase debt—by 
£12 millions, to £527 millions. Bank 
resources have, of course, provided 
additional consumer finance through 
these channels also. During the 
quarter bank advances to hire-pur- 
chase finance houses rose by {12.2 
millions to {39.6 millions; this is 
somewhat less than the peak of £45 
millions reached in 1955, but, if 
allowance is made for the new bank 
participation in h/p shares, it prob- 
ably signifies a bigger amount of 
finance in the aggregate. Bank ad- 
vances to retail traders rose during 
the quarter by nearly £26 millions; 
an additional £15 millions went into 
the food, drink and tobacco category. 


Pressure on Liquidity 

Although the freer lending is in 
accordance with official policy, the 
authorities have not injected any 
corresponding supply of liquid assets 
into the banking system. Owing to 
the success of official funding opera- 
tions earlier in the year (and to the 
associated substantial purchases of 
gilt-edged by the banks), liquidity 
ratios became unseasonably taut, so 
that several banks have felt obliged 
to finance their additional advances 
partly by sales of investments. The 
National Provincial’s net sale of £10 
millions in the October make-up 
period was followed by no less than 











£25 millions from Barclays and 
£144 millions from Lloyds. A sub- 
stantial part of these sales is believed 
to have consisted of the January 
bond maturity; to that extent, the 
operation buttresses immediate liqui- 
dity but does nothing to strengthen 
it for the coming phase of seasonal 
stringency as a whole. By Novem- 
ber Barclays, as our detailed table 
on page 65 shows, had contrived 
to raise its ratio to 34.1 per cent, 
but Lloyds had no more than 32.0 


per cent. Aggregate liquid assets, 
however, were more largely in- 
creased than for some months; 


thanks partly to a further expansion 
of commercial bill portfolios, the 
total rose by £45 millions—and thus 
provided the bulk of the counterpart 
of the month’s growth in deposits. 


New ** Make-up ’’ Days 

The clearing banks have decided 
to prepare “‘ make-up” statements 
on the third Wednesday in the 
months of June and December as 
well as in the other months, instead 
of allowing the June 30 accounts 
and December 31 balance sheets to 
do duty for the usual monthly re- 
turns. This arrangement, which 
apparently was decided in principle 
during the summer’s discussions on 
the contingent Special Deposit sys- 
tem, has been made in case the 
authorities should think it necessary 
to bring that weapon into play. If 
that were to happen, any calls to 
Special Account—and especially the 
month by month adjustment to keep 
the call at a constant proportion of 
deposits—would be based on the 
make-up statement. It would there- 
fore be undesirable both for the 
relevant liquidity ratios to be subject 
to the distortions present at the half- 
year-ends and for the intervals be- 
tween statements to be as variable 
(between over six weeks to under 
two) as they have been in the past. 














The first make-up on the new 
basis took place on December 17 
last and, very regrettably, the state- 
ment was not published. The banks 
apparently intend to publish the new 
statements in future, but there has 
been some suggestion that, in that 
event, the clearing bankers’ committee 
might omit to publish its customary 
aggregation of the June 30 and 
December 31 individual accounts. 
It is much to be hoped that there 
will be no such omission. The 
familiar statement is needed not only 
to maintain continuity but also, per- 
haps even more important, to permit 
comparative analysis with other half- 
year-end statements, such as the 
Exchequer Return. 


Eastern Bank Merger 


The amalgamation of two of the 
remaining eastern exchange banks 
was foreshadowed last month. A 
proposal that the Hong Kong and 
Shanghai Banking Corporation 
should make an offer, by an exchange 
of shares, for the whole issued share 
capital of the Mercantile Bank has 
recently been discussed by the 
boards of the two banks. ‘The full 
terms are expected shortly. 

If the amalgamation is effected, 
the number of eastern exchange 
banks will be reduced to three. In 
June, 1957, the Chartered Bank 
made a successful offer for the issued 
share capital of the Eastern Bank, 
and in July, 1957, the National Bank 
of India and Grindlays announced 
that they were merging. 


Sterling Balances Steady 


A further reason for the strength 
of sterling last summer is revealed 
in the latest statistics of overseas 
holdings of sterling, published in 
Economic Trends. ‘These show that 
between June 30 and September 30 
the total remained steady at £3,902 
millions. ‘This is in marked contrast 








to the movement in the same period 
of the three previous years. There 
is normally a seasonal drain on ster- 
ling balances during the summer 
months arising largely from the 
drawings of other sterling countries. 
In 1955 the fall in total balances in 
the third quarter was £125 millions, 
in 1956 £45 millions, and in 1957 
£129 millions. 

In the third quarter of 1958, how- 
ever, a fall of some £44 millions in 
the balances of sterling area coun- 
tries was exactly offset by a rise of 
£44 millions, to £350 millions, in 
the sterling holdings of OEEC 
countries. Part of this rise is attri- 
butable to the deposit of further 
funds by the Bundesbank with the 
Bank of England, but the bulk of it 
probably reflects an inflow of short- 
term funds from the Continent to 
take advantage of the relatively 
attractive rates still obtainable in 
London. ‘The total of outstanding 
acceptance credits granted by British 
banks to overseas clients declined 
by £9 millions in the three months 
to £114 millions—a fall that appears 
to have been largely seasonal. 


Standard Bank in HP 


The Standard Bank of South 
Africa, at a cost of approximately 
£500,000, is to acquire a 40 per cent 
interest in the National Industrial 
Credit Corporation, the South Afri- 
can subsidiary of Mercantile Credit. 
This will take the form of a purchase 
of 300,000 new {1 ordinary shares 
of 35s each. At the same time Mer- 
cantile Credit is to transfer to 
National Industrial Credit Corpora- 
tion its Rhodesian subsidiary. 

The Standard Bank of South 
Africa now becomes the third bank 
to have an interest in this hire- 
purchase group. In August the 
Westminster and Martins each ac- 
quired a 20 per cent interest in Mer- 
cantile Credit. 


Loads Yate) 
ae 


Portents trom America 


N any assessment of the economic prospects for the coming year pride 

of place must be given to the probable course of the United States 

economy. ‘True, it is no longer expected that the rest of the world 

will make exaggerated responses to events in America, but the inter- 
dependence of the free world makes some response inevitable. Thus the 
recession in American production that began in the autumn of 1957 was 
duly followed, after a time-lag of about six months, by a down-turn in 
production in most industrial countries of Europe. The down-turn was 
not severe—in some countries it was scarcely more than a flattening out 
of the previous rising trend—but it was sufficient to give 1958 its defla- 
tionary cachet. The American recession transmitted itself to Europe 
largely through its impact on commodity prices, and thus on the pur- 
chasing power of some of Europe’s principal customers. For some months 
before American production turned downwards there had been signs that 
the pace of expansion in western Europe was slackening, and, indeed, the 
weakness of commodity prices from the middle of 1955 to the middle of 
1957 (apart from a short-lived rally during the Suez crisis) was attributable 
more to slackening demand in Europe than in the United States. The 
American recession, however, caused the fall in raw material prices to 
steepen and thus tipped the balance in Europe towards deflation. 

The recovery in American production, which began with such vigour 
in the second quarter of last year, should similarly elicit a response overseas. 
The first signs of that response were discernible towards the close of the year 
in the striking increase in Britain’s exports during October and November 
and in reports of quickening industrial activity in Germany and some 
other continental countries. ‘The mildness of the recession in Europe last 
year is explained largely by the continued growth of European exports to 
the United States. For resisting most of the pressures for protection 
throughout the recession, the Eisenhower administration deserves more 
public commendation than it has so far received. Admittedly its record 
is not unblemished, the restriction of oil imports and the quotas fore- 
shadowed for lead and zinc were regrettable examples of capitulation to 
sectional pressures. Nevertheless, it 1s reassuring that in a year when 
Detroit was suffering its severest depression since the war American tm- 
ports of European cars reached a new peak, and that the massive outflow 
of gold from the United States did not stampede the authorities into attempts 
to restrict imports. The large Democrat majorities that now control 
Congress should ensure that these liberal trading policies continue, though 
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it must be remembered that the spread of industry to the southern states, 
where the Democrats have their strongholds, is beginning to weaken the 
traditional allegiance of that region to the cause of free trade. There seem, 
therefore, good reasons for expecting American imports to grow as the re- 
covery in industrial production proceeds. 

Perhaps the most unexpected feature of 1958 was the size of the gold 
loss sustained by the United States. Since the middle of February the 
American gold stock has declined by more than $2.2 billions, a fall exceeding 
that recorded in any previous year. The bulk of this loss is attributable 
to a deterioration in the balance of trade rather than to any withdrawal of 
foreign funds. In the first half of 1958 merchandise exports from the 
United States were some $2 billions below their level in the same months 
of 1957, while merchandise imports were no more than $330 millions lower. 
This comparison slightly overstates the true deterioration in the trade 
balance since in the early months of 1957 exports were temporarily swollen 
by the heavy purchases of American oil and other commodities following 
the blocking of the Suez Canal. Nevertheless, it was the decline in America’s 
trade surplus from 3.6 billions to 1.9 billions that was the major cause of the 
outflow of gold in the first half of last year. The trade surplus was not 
sufficient to offset the heavy deficit on capital account, which was increased 
by a rise in private purchases of foreign securities from $810 millions to 
$1,150 millions, and there was an outflow of gold in the six months of 
some $1,400 millions, whereas in the same months of 1957 there had been 
an inflow of $670 millions. In the second half of the year the outflow 
slackened a little, the gold stock falling by about $800 millions, compared 
with a rise of $150 millions in the second half of 1957. 

Detailed figures of international capital transactions do not lend support 
to the contention that gold has been lost through any large-scale conversion 
of dollar balances held by foreigners. Indeed, in the twelve months to 
September 30, the latest date for which full figures are available, short- 
term liabilities to foreigners reported by American banks increased by 
$812 millions to $14,144 millions. This increase in dollar balances held 
by foreigners, however, was considerably less than the overall deficit in the 
external payments of the United States during the period and a large 
part of the dollars acquired by foreigners in the course of the past year 
has been converted into gold. This may reflect no more than the low 
short-term money rates ruling in the New York market throughout most 
of the year, and the correspondingly low “ cost’ of holding gold instead 
of dollars, but it does suggest also some anxiety among foreigners about 
the strength of the dollar. 

The dollar has been far more suspect inside the United States, however, 
than outside it. The sharp break in the bond market in the summer 
reflected serious misgivings that in their attempts to counter the recession, 
particularly by increased federal expenditure, the authorities had under- 
estimated the dangers of inflation. ‘These misgivings were not peculiar to 
the ‘“‘ sound dollar ’’ school, they were shared by more liberal observers, 
and at one time the investing public appeared to be in the grip of an infla- 
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tionary psychosis that reflected itself both in the demoralization of the 
bond market and in the phenomenal strength of equities on Wall Street. 
The measures taken by the authorities to restore confidence, including two 
increases in Federal Reserve rediscount rates and a reduction in the free 
reserves of the banking system, have no doubt been partly responsible for 
the slowing down of the recovery in industrial output since August. Be- 
tween April and August industrial production, as measured by the seasonally- 
adjusted index compiled by the Federal Reserve Board, regained 10 of the 
19 points that it had lost since August, 1957. In the three following months 
it made a net gain of 5 points, rising to 141 (1947-49 100), or to within 
4 points of its level in August, 1957. ‘The slower pace recorded in recent 
months was probably necessary to reassure the public and also to con- 
solidate the gains of the past eight months. In defence of their policies 
the authorities can claim that the recovery in production has been accom- 
plished without any appreciable increase in prices. 

Although the restraint imposed by the Federal Reserve must moderate the 
rate of expansion in the coming year, the economy seems well set to estab- 
lish new records for production. Certainly the federal budget will remain 
a powerful sustaining force in the early part of the year. Although the 
final deficit on the budget now seems unlikely to be as large as the $12 
billions that was estimated at one time, it will still be formidable. ‘The 
reduction in the prospective deficit is merely a reflection of the workings 
of the built-in stabilizers in the American economy, which, with employ- 
ment and profits rising, are now expanding the flow of tax revenue and 
reducing some social expenditure. Even so, it appears unlikely that the 
deficit in the current financial year will fall below $10 billions. President 
Kisenhower announced last month that it was intended to balance the 
budget in the financial year beginning next July. He estimated that 
federal expenditure in that year would total S77 billions, against just over 
579 billions in the current financial year, and that this would be balanced 
by increased revenue. The economies, the President stated, would be 
made in civil expenditure, but details will not be known until the President 
delivers his budget message to Congress this month. Expenditure by the 
federal Government will not be reduced easily. ‘True, the fears of a 
‘“ free spending ”’ Congress evoked by many campaign speeches by Demo- 
cratic candidates in the recent elections are exaggerated. The inexorable 
rise in the cost of national defence and in outlays on foreign aid, however, 
and the memory of the severe reverses suffered by the Republicans in 
agricultural districts make any show of fiscal heroics unlikely in the present 
Congress. Even making generous allowance for the buoyancy of revenue 
it seems doubtful if the Administration will be able to achieve a genuine 
budget surplus in 1959-60. 

Any inflationary bias in the budget is almost certain to be reinforced by 
the pressure of the labour unions for higher living standards. In America, 
as in Britain, any pressure on prices in the coming year is likely to stem 
from an increase in labour costs rather than from an excess of aggregate 
demand. The sensitiveness of the American public to any hint of inflation 
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—whether demand-induced or cost-induced—must make the authorities 





use whatever weapons are at their disposal to keep prices stable. 


In this 


task they may be helped by the striking increases in productivity that have 
been achieved in the recent recovery. ‘These increases explain why the 
rise in production has been so much greater than the fall in unemploy- 
They are the result of the widespread re-equipment of American 
manufacturing industry in the past three years and, in particular, of the 
Here again the recent experience 
of the American economy may be a portent of what Britain can expect 


automation of many industrial processes. 


when reflation takes effect. 


If, however, the further increase in productivity does not suffice to offset 
the rise in money labour costs, the authorities will have to stiffen their 
The difficulties of balancing the budget mean 
that they will have to rely almost exclusively on monetary policy to make 
The efhicacy of monetary policy is 
in danger of being blunted, however, by the Treasury’s pressing need to 


measures against inflation. 
any adjustments they deem necessary. 


raise cash in order to cover the deficit on the budget. 


The softness of the bond market has compelled the Treasury to rely 
So far it has been surprisingly 
successful in placing its new bills and short bonds outside the banking 
This success 
has been achieved at the cost of a rise in the Treasury bill rate from less 
In the coming three months the 


almost exclusively on short-term finance. 
system, thus preventing any marked expansion of bank credit. 


than 1 per cent in July to 2.8 per cent. 
Treasury faces a cash deficit estimated at something over $4 billions. 


It 


has already announced that in the thirteen weeks to March 12 it intends 
to raise $2.6 billions in cash by the issue of ‘Treasury bills, including the 
new series of 182-day bills introduced to tap liquid funds seeking longer- 
term investment than that offered by the traditional three months’ bill. 
It is doubtful, however, if the absorptive power of the market in the next 


few months will be as great as it was in the past half-year. 


Tax and 


dividend payments will deplete the liquid resources of corporations, and 
the recovery in industrial production is likely to encourage manufacturers 


and dealers to employ surplus cash in rebuilding their inventories. 


In 


short, the authorities may find it extremely difficult—or extremely costly— 
in the next three months to finance the Treasury’s deficit without permitting 


an expansion of bank credit. 


Their dilemma is made the more agonizing by the persistence of serious 
Political considerations, both domestic 
and international, make it unlikely that any measures taken against inflation 
Nor indeed is 
there any evidence that such drastic action would be required to allay the 
The stability of the currency may require a 
slower pace of growth than that experienced in the summer, but it should be 
compatible with the continuance of the more moderate pace recorded in 
It seems reasonable, therefore, to expect that the United 


unemployment in many industries. 
would be pressed to the point of endangering the recovery. 


fears of the American public. 


recent months. 


States will exert a mildly expansionary influence on the economy of the rest 
of the world in the coming year. 














How Much Public 


Investment ? 


I'THIN the space of a few days proposals were tabled early 

last month to increase the borrowing powers of the three 

major nationalized industries by a total of no less than 

£1,865 millions. The display of this formidable total has 
been read apprehensively in the markets and among those not well versed 
in the technicalities of financial control as signifying that public sector 
investment, and public sector borrowings, might rise a good deal faster in 
the coming year and beyond than the Chancellor indicated at the beginning 
of November. In fact, the new borrowing powers sought for the national- 
ized industries give no indication of the likely level of investment by those 
industries in the coming year. ‘They are, with one exception, merely 
permissive limits that are not expected to be reached for several years. 
Their almost simultaneous announcement at the beginning of last month 
was described later by a Government spokesman as a coincidence. The 
monetary authorities, surveying the gilt-edged market on the morrow 
of the announcement of a conversion operation that had been studiously 
designed to raise its morale, no doubt considered it a most unfortunate 
coincidence. 

In practice the statutory limitation of the borrowing powers of the 
nationalized industries is of little significance in itself. It was imposed in 
the establishing statutes as a means of securing Parliamentary control of 
the broad policies of those industries. When an industry is about to 
exhaust its existing borrowing powers, a new bill increasing those powers 
is presented to Parliament and an opportunity thus afforded for a debate 
on the affairs of the industry. Approval of an increase in borrowing limits 
does not imply approval of any actual expenditure. The investment 
expenditure of the industries is sanctioned by the Minister of the responsible 
department and, moreover, the total programme for investment in the 
following fiscal year is reviewed by the Treasury each summer and a provi- 
sional ceiling fixed. At the review last summer an immediate increase of 
some £30 millions was authorized, primarily to assist employment in par- 
ticular localities. No precise indication has been given of the expected level 
of investment by the nationalized industries in 1959, but in the Debate on the 
Address last November the Chancellor “ envisaged ”’ that total investment 
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in the public sector in the financial year 1959-60 would be about £125 
millions to £150 millions higher than in 1957-58, when its level was £1,425 
millions. ‘This estimate took account of the increases in investment recently 
announced by the nationalized industries, the rise in school building, and 
the likely response to the Minister of Housing’s appeal to local authorities 
to bring forward some of their investment projects. It still represents the 
official view of the likely level of investment in the public sector. 

In recent years the nationalized industries have accounted for about 
43 per cent of total fixed investment in the public sector, local authorities 
for about 41 per cent and the central government for about 16 per cent. 
Their share of the total has been rising rapidly. Some light was thrown 
on the investment plans of the individual nationalized industries in the 
coming year in the debates on the bills to increase their borrowing powers. 
The Minister of ‘Transport stated that investment in the railways this year 
is expected to reach £178 millions, compared with £145 millions in 1958 
and original estimates under the modernization plan of £140 millions and 
£135 millions. Fixed investment by the National Coal Board was estimated 
by the Parliamentary Secretary to the Ministry of Power at £108 millions 
for the financial year 1958-59, and he implied that this total was unlikely 
to show any substantial change in coming years. ‘The total capital require- 
ments of the Electricity Council and the two Scottish boards over the 
seven years to March 31, 1965 (or December 31, 1964, for the Scottish 
boards), are put at £2,432 millions. This suggests that the annual rate of 
investment in the industry, which at the moment is running at about £300 
millions, will rise to around £400 millions in the 1960s as the nuclear power 
programme gathers speed. An official memorandum accompanying the 
new Electricity borrowing powers bill estimates that the industry will be 
able to find £1,042 millions, or roughly 43 per cent, of the required funds 
from internal resources. 

The magnitude of this planned expenditure explains the need to raise 
the borrowing powers of the industries. At the end of their last com- 
pleted financial years the Electricity Council and the Scottish boards had 
exhausted £1,331 millions of their borrowing limit of £1,675 millions, and 
the ‘Transport Commission {406 millions of its limit of £600 millions. 
The unexhausted balances were largely hypothecated by firm commitments 
for the future. ‘Thus an increase in the borrowing powers of these industries 
was essential if their investment in the coming year was not to be confined 
to those projects that could be financed from their own internal resources. 
To that extent, therefore, the bills recently put before Parliament were 
administrative adjustments necessary to give effect to expenditure that had 
already been approved. 

Of considerably more consequence, however, were the proposals to 
increase the borrowing powers of the National Coal Board in the current 
financial year and to increase the amount that the Transport Commission 
can borrow to meet the deficit on the railways. ‘These proposals differ 
from the others in that they permit an increase in expenditure that had 
not been foreshadowed earlier, and in this respect the authorities have 
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been a little disingenuous in their assurances that the increase in borrowing 
powers represented no unanticipated rise in expenditure. The increase in 
the borrowing powers of the Coal Board was required to enable it to finance 
the stocks of coal piling up at the pithead. Curiously enough, the out- 
standing borrowings of the Board at the moment are little more than half 
the £650 millions permitted under the Coal Industry Act of 1956. The 
new borrowing order was necessitated by the clause inserted into the Act 
that Parliamentary approval is required if at any time the Board’s net bor- 
rowings exceed by more than {75 mullions their peak in the preceding 
financial year. ‘The Board’s fixed investment in the year to March 31 
next is expected to be £108 millions, some £35 mullions of which can be 
financed internally. In addition, however, the Board is expected to need 
£57 millions to finance the increase in its stocks of coal. ‘These have risen 
by 15 million tons since April, and the increase in the Board’s borrowing 
limit allowed for a further rise of 3 million tons by March 31. 

The wisdom of this decision to provide Exchequer finance for the 
accumulation of coal stocks is very questionable. It is by no means certain 
that these stocks, consisting mainly of small coal, will be liquidated as soon 
as industrial demand picks up; the Exchequer’s investment may prove to 
be of much longer life than is envisaged at the moment. ‘This production 
for stock is, of course, merely a way of helping to maintain employment 
in the pits, and thus is open to the same criticisms as most other measures 
that seek to create an artificial balance between demand and supply. In 
extenuation, however, the Board can legitimately claim that its present 
difficulties have been severely aggravated by the recession in industry and 
that it has recently taken some realistic steps to reduce production in the 
coming year and to increase efficiency. 


Subsidizing the Railways 


A similar case might also be made for the decision to increase from {£250 
to £400 millions the amount that the Transport Commission can borrow to 
meet its current deficit on the railways over the years 1956-62. ‘The reces- 
sion, which has been particularly marked in the coal and steel industries, 
has brought a drastic, and largely unforeseen, fall in the receipts of the 
railways. [he Commission’s deficit on the railways in the past year is put 
at £85 millions. The drawing of this sum from the Exchequer would 
leave only £47 millions of the £250 millions provided under the Act of 
1957 available to meet deficits in the next four years. Even on the most 
optimistic assumptions, this is obviously inadequate and the Minister of 
Transport, by raising the Commission’s borrowing limit under the Act 
by £150 millions, has in effect agreed to finance a deficit of £197 millions 
over the four years 1959-62. In so far as this increase in the prospective 
deficit is attributable to the recession, there is little point in quibbling with 
the decision to provide additional finance from the Exchequer. It is clear, 
however, that a large part of the increase in the deficit expected for the 
years 1956-62 is due simply to the inaccuracy of the Commission’s earlier 
forecasts both of the revenue and of the “ savings’ expected to arise from 
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the modernization plan. Moreover, there is no guarantee that the revised 
estimates of revenue and costs will prove any more reliable. In particular, 
the prospects of the Commission’s breaking even by 1963—let alone of 
its making a start on repaying its advances from the Exchequer—appear 
very bleak. Despite the obvious pains taken by both the Ministry and 
the Commission to present the increase in the borrowing powers as a 
sound commercial proposition, it looks disquietingly like a subsidy, and a 
subsidy that will not easily be terminated. 

The dismal financial record of both the Coal Board and the Transport 
Commission in the past year should lead to a radical reappraisal of the 
forecasts on which their long-term investment plans are based. For- 
tunately, such a reappraisal is now being undertaken. It is officially ad- 
mitted that the estimates of future demand made when the present invest- 
ment programme of the Coal Board was drawn up in 1956 are likely to 
prove too high. In the light of revised estimates, the Parliamentary 
Secretary to the Ministry of Power told the House of Commons, “ the 
Board is now making a review of its present investment programme from 
the point of view, agreed with Her Majesty’s Government, that the emphasis 
now must be on productivity rather than production ’’. He implied that 
this change of emphasis would not lead to any substantial reduction in the 
rate of investment in the industry, though he refrained from stating the 
obvious corollary that it should lead to a substantial reduction in man- 
power. ‘The Minister of Transport told the House that, “‘ at my request ’’, 
the Transport Commission had initiated “a full, detailed and urgent review 
of the whole modernization plan”’. This, he hoped, would be ready by 
the early spring and would represent ‘‘ a complete revision and reshaping 
of the 1956 prospectus ”’. 

The principles by which these reviews are to be governed were not dis- 
closed. Hitherto, the investment programmes of the nationalized industries 
have been determined by estimates of the long-run growth of demand 
rather than by reference to the prospective rate of return on the expendi- 
ture. ‘The industries have been compelled to adopt such yardsticks by the 
pricing policies they have pursued. Throughout their existence the 
nationalized industries have been reluctant to relate their prices for a par- 
ticular service to the cost of providing that service, and thus no rational 
measure of the likely yield from any investment has been available to them. 
There were welcome signs last month, particularly in the Minister of 
Transport’s speech, that the merits of the price mechanism were at last 
being recognized. ‘The Minister indicated that he would like to see the 
Commission experiment with higher fares on branch lines that could not be 
remunerative at existing rates, and offer some ‘‘ economic inducement ”’ to 
travel at off-peak hours. ‘These would certainly be important innovations. 
The demand for the services of any industry is determined partly by the 
price of those services, and the adoption of more realistic pricing policies 
would not only provide the nationalized industries with more funds with 
which to finance their investment programmes, but would also enable them to 
make a better assessment of what the size of those programmes should be. 
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Gilt-edged and the 
Money Supply 


There is little chance that any sub- from the relationships, analysed below, 
stantial rise in long-term government between the quantity of money, the 
securities can be sustained during the level of national income and the long- 
coming year—1if Professor Frank Paish term rate of interest over the past 
is right in the deductions he draws forty years.—EDITOR. 


By F. W. PAISH 


URING the past forty years the long-term rate of interest, as 
represented by the yield on 23 per cent Consols, has fluctuated 
widely, from a maximum of over 53 per cent at the end of 1920 
to 24 per cent at the end of 1946 and back again to 54 per cent 
in the autumn of 1957. Even if we smooth out temporary movements by 
the use of annual averages, the fluctuations range from 5} per cent in 1920 
and 1921 to 2.6 per cent in 1946 and back to 5 per cent in 1957 and 1958, 
This article attempts to find an explanation of these movements. | 
In the table are set out estimates of net national money income for the 
years 1921 to 1957 (and a provisional estimate for 1958), together with 
annual average totals of net clearing bank deposits and note circulation 
and the average yield on 2} per cent Consols. From these we observe 
that falls in the yield on Consols are usually associated either with falls in 
national income (1921-22 and 1929-32) or with rapid rises in the total of 
bank deposits (1932-33 and 1943-46); whereas rises in the yield on Consols 
generally occur in periods when national income is rising rapidly while 
bank deposits are rising more slowly or not at all (1936-39, 1948-52 and 
1954-57). When both bank deposits and national income are stationary or 
changing at similar rates, the yield on Consols also tends to remain steady 
(1924-28 and 1957-58). There is therefore some prima facie evidence that 
rises in national money income and falls in bank deposits both tend to 
cause rises in long-term interest rates, while falls in national income and 
rises in bank deposits both cause falls in long-term rates. In view of this, 
it would seem that the operative factor may not be the absolute change in 
either, but the relationship between the two. Chart I has therefore been 
prepared to compare (as a time series) changes in the percentage ratio of 
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net clearing bank deposits to net national income with changes in the yield 
on 2$ per cent Consols. For purposes of comparison, the ratio of the 
note circulation to national income is also included. 

It is obvious from this chart that there is a very marked inverse corre- 
lation between the bank deposits/national income ratio and the yield on 
Consols: the yield on Consols generally rises when the ratio of bank 
deposits to national income falls, and vice versa. ‘There are, however, few, 
if any, signs of any similar relationship between the rate of interest and the 
ratio of the note circulation to national income. Apart from the exceptional 
rise in the note circulation during the later years of the war (which may 
have been due to a certain desire for anonymity by some holders of money 





Clearing 
Net Quantity of Money ({m) Note Circu- Bank 
Money oo lation as Deposits as Yield 
National Clearing Note Percentage Percentage on 24°, 

Income Bank Net Circula- Total of National of National Consols 

(£m)* Depositst tion Income Income 
1921 .. 4,460 1,764 437 2,201 9.8 39.5 5.2 
1922 .. 3,856 1,730 400 2,130 10.4 44.9 4.4 
1923 .. 3,844 1,629 388 2,017 10.1 42.3 4.3 
1924 .. 3,919 1,622 391 2,013 10.0 41.4 4.4 
1925 .. 3,980 1,610 383 1,993 9.6 40.4 4+.4 
1926 .. 3,914 1,615 375 1,990 9.6 41.2 4.6 
1927 .. 4,145 1,661 373 2,034 9.0 40.1 4.6 
1928 .. 4,154 1,709 372 2,081 9.0 41.1 4.5 
1929 .. 4,178 1,743 362 2,105 8.7 41.7 4.6 
1930 .. 3,957 1,747 359 2,106 9.1 44.1 4.5 
1931 .. 3,666 1,711 355 2,066 9.7 46.7 4.4 
ee lw.lUCU OO 1,745 360 2,105 10.1 48.9 a. 
1933 .. 3,728 1,906 371 2,277 9.9 51.1 3.4 
1934 .. 3,881 1,830 379 2,209 9.8 47.2 3.1 
1,947 395 2,342 9.6 47.4 2.9 
1936 .. 4,388 2,156 431 2,587 9.8 49.1 2.9 
1937 .. 4,750 2,220 480 2,700 10.1 46.8 a.o 
1938 .. 4,816 2,213 486 2,699 10.1 46 .0 3.4 
1939 .. 5,160 2,175 507 2,682 9.8 42.2 i 
1940 .. 6,120 2,408 575 2,983 9.4 39.4 3.4 
1941 .. 7,080 2,849 651 3,500 9.2 40.2 . 
1942 .. 7,800 3,145 807 3,952 10.3 40.3 3.0 
1943 .. 8,300 3,544 966 4,510 11.6 42.7 3.1 
1944 .. 8,500 4,012 1,136 5,148 13.4 47.2 Pon 
1945 .. 8,480 4,541 1,284 5,825 3.3 53.6 2.9 
1946 .. 8,000 4,922 1,358 6,280 17.0 61.5 2.6 
1947 .. 8,500 5,454 1,384 6,838 16.3 64.6 2.8 
1948 .. 9,507 5,703 1,254 6,957 13.2 60.0 a. 
1949 .. 10,157 5,761 1,269 7,030 12.5 56.7 3.3 
1950 .. 10,675 5,800 1,287 7,087 12.0 54.3 3.5 
1951 .. 11,692 5,918 1,342 7,260 13.5 50.6 3.8 
1952 .. 12,692 5,844 1,435 7,279 11.3 46.0 4.2 
1953 .. 13,547 6,012 1,532 7,544 11.3 44.4 4.1 
1954 .. 14,504 6,225 1,630 7,855 iP: 42.9 3.8 
1955 .. 15,325 6,171 1,760 7,931 11.5 40.3 4.2 
1956 .. 16,604 5,998 1,875 7,873 11.3 36.1 4.7 
1957 .. 17,604 6,122 1,967 8,089 1. 34.8 5.0 
1958} .. 18,200 6,330 2,025 8,355 11.1 34.8 5.0 


* Source: A. R. Prest, Economic Journal, March, 1948 and Annual Blue Books. 


t Source: London and Cambridge Economic Bulletin, annual average. These figures 
differ slightly from those published in the regular series in The Banker since they are 
calculated by excluding not only the items in course of “collection” of all banks but also 
the intra-bank “‘transit’”’ items of Lloyds Bank. { Estimates. 
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in a period of strict price controls), the note circulation/national income 
ratio remains remarkably constant over long periods, between the wars at 
an average level of rather under 10 per cent, and since 1951 at rather over 
11 per cent. The rise in the ratio since before the war may be due in part 
to the fact that the smallest size of note remains 10s, which is the equivalent 
of less than 4s in 1938, so that notes may have taken over some of the 
functions of silver; and perhaps in part to the redistribution of income 
away from the cheque-using classes. 

While, however, the ratio of deposits to national income in most years 
moves inversely to the rate of interest, there are occasional years (1933-34, 
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1939-40, 1946-47 and 1952-54) in which both curves move in the same 
direction. Further, while similar ratios are frequently accompanied by 
similar rates of interest, even when the years concerned are separated by 
long periods of time (e.g. 1925 and 1955), other years with similar ratios 
have very different interest rates (e.g. 1931 and 1935, or 1925 and 1941) 


and years with similar interest rates have very different ratios (e.g. 1935 
and 1947, or 1940 and 1949). In the hope of throwing light on the reasons 


both for the correlations and for the exceptions to the general rule, the 


same figures have been expressed in Chart II as a “ scatter’ diagram. In 


this the yield on Consols in each year is plotted against the ratio of bank 


deposits to national income in the same year, the resulting point being 


marked with the date. When this is done, it becomes clear that the points 
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form two distinct series, one for the years 1921-33 and 1947-57, and the 
other for the years 1934-46. The trend in each series can then be dis- 
played by averaging. ‘Taking the upper and lower series separately, average 
positions have been calculated for all those points that fall within each 
5 per cent “ bracket ”’ of bank deposits/national income ratio; these average 
points have then been joined by straight lines. 

The result of joining up these average points gives us two almost straight 
lines, the higher one running from a Consols’ yield of 5 per cent with a 
ratio of deposits to national income of 37 per cent to a yield of 3 per cent i 
with a ratio of 62 per cent, and the other from a yield of rather under 34 per 
cent with a ratio of 40 per cent to one of rather over 2} per cent with a 
ratio of 62 per cent. Both series give a reasonably small dispersion about 


CHART II 



























n 2/2% Consols | Yield on 2/2%C 
192/ | 


¢——— 





—— oges for years 192/-1933 
1947-1957 (1958 Prov.) 
“ cummin for years 1934-1946 
) | 











a i . 
36 —~—— 








the average curves. Out of the 24 years that comprise the upper series 
only one (1954) shows a yield on Consols diverging by more than $ per 
cent from the average relationship, and only four others (1921, 1933, 1955 
and 1956) show a divergence of more than } per cent; while out of the 
13 years in the lower series, none shows as much as $ per cent divergence, 
and only two (1939 and 1942) more than j per cent. ‘The two series 
nowhere overlap, though 1939 lies close to 1954. 

We are now faced with the fact that in nearly all the years from 1921 

1933 and again from 1947 to 1957 (or, indeed, 1958, the provisional 
point for which coincides with that for 1957) any given ratio of bank 
deposits to national income is associated, within less than } per cent of 
yield either way, with a particular yield on Consols; while for the years 
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from 1934 to 1946 each ratio is associated with an equally definite, though 
much lower yield. If, therefore, we know which curve we are on, we can 
tell, nearly always within fairly close limits, what the average yield of 
Consols will be in any year, provided that we know the average ratio of 
bank deposits to national income for that year. 

So much for the facts. We now have to consider what interpretation 
to put on them. The first question to be considered is why the ratio of 
bank deposits to national money income fluctuates widely, usually inversely 
to movements in the rate of interest, whereas the ratio of notes to national 
income remains almost constant over long periods, at any rate in peace- 
time. ‘The reason for this difference in behaviour seems to be that the 
two sorts of money are largely used for different purposes. ‘The examina- 
tion of this difference leads us to the heart of the problem not only of the 
behaviour of the note circulation but also of the relationships between 
bank deposits, national income and the rate of interest. This calls for 
some precision in definitions. 

It is probably true to say that, in this country and in peace-time, notes 
are used almost entirely for current ‘‘ income-creating ’’ expenditures and 
are rarely used for capital expenditures, while nearly all capital transactions 
are paid for by the transfer of bank deposits, usually by cheque. ‘‘ Income ” 
transactions may be defined as those concerned with payments for services, 
either of persons or of their assets, together with purchases of goods which 
are rapidly replaced by the sellers by newly-created goods and so lead 
quickly to payments for services. In contrast to these income-creating 
expenditures are capital transactions, in which money is lent, or used for 
buying titles to assets or to money, or for buying existing physical assets 
that are not automatically replaced by newly-created ones. Such trans- 
actions do not create incomes (except the incomes of those who provide 
the service of facilitating sales), but merely result in the exchange of money 
for some other asset. 

If more money is introduced into the income circulation (i.e. is spent 
for income-creating purposes), it tends to raise the price of services, both 
of persons and of their assets, while if more money is introduced into the 
capital circulation (i.e. is made available for the purchase of capital assets 
-for instance, when the banks buy gilt-edged from the public) it tends 
to raise the price of assets. Where the assets take the form of fixed interest 
securities, this rise in their prices lowers current yields and the long-term 
rate of interest. ‘Thus changes in the quantity of money in the income 
circulation are reflected in changes in the total of incomes, while changes 
in the quantity of money in the capital circulation are reflected in inverse 
changes in the rate of interest. While some part of bank deposits forms 
part of the income circulation, and, like notes, probably fluctuates in 
absolute amount proportionately with incomes, a large and probably the 
greater part is held in the capital circulation, either as an investment itself 
or to finance capital transactions. It is therefore only the fluctuations in 
this second part that directly affect interest rates. 

While we can thus account for two of the facts disclosed by the statistical 
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analysis—the fact that the total of the note circulation normally forms an 
almost constant proportion of national income, and that the rate of interest 
tends to move inversely with the total of bank deposits—we have not yet 
provided any explanation why the rate of interest also tends to move in the 
same direction as the national income. For this relationship there seem 
to be two main reasons. In the first place, when incomes rise, the total of 
bank deposits in the income circulation rises with them. If the total of 
all bank deposits is unchanged, the amount left in the capital circulation is 
diminished. ‘The result is therefore the same as that of a reduction in total 
deposits with incomes unchanged. 

Secondly, and probably more important, a rise in incomes usually alters 
the relative values of different types of assets dealt in in the capital circu- 
lation. A rise in the general level of money incomes normally includes a 
rise in the incomes (monetary or imputed) derived from the ownership both 
of physical assets and of titles to ownership of them, such as ordinary shares. 
This rise in the incomes derived from physical assets and from titles to them 
increases the attractiveness of owning such assets, while there is no corre- 
sponding increase in the attractiveness of owning fixed interest securities. 
There is therefore a tendency for owners of fixed interest securities to sell 
them and buy physical assets or titles to physical assets. Prices of fixed 
interest securities therefore fall and long-term interest rates rise. Still 
more important on many occasions is the effect on expectations of a past 
rise in the incomes derived from physical assets and equities. If, because 
of past rises, incomes derived from the ownership of physical assets and 
equities are expected to rise further in the future, prices of these assets will 
continue to rise, often to a level where the yield, on the basis of past incomes, 
is below what it was before the rise in incomes began, while prices of fixed 
interest securities continue to fall and the market yield on them to rise. 

During this process it is likely that the aggregate value of all assets, after 
deducting the fall in the price of fixed interest securities, will show a net 
rise. ‘This is possible because, as the rate of interest rises, the cost of 
holding money idle becomes heavier, so that money is released from idle 
balances and the velocity of circulation rises. ‘This rise in velocity, however, 
is obtained only at the cost of rising interest rates. Unless, therefore, the 
quantity of bank deposits is increased, their continuing absorption into the 
income circulation will force the rate of interest continually higher until it 
overtakes the rise in expectations, checks investment and brings the 
expansionary process to an end. 

Just as it is possible to force interest rates up by reducing the quantity 
of bank deposits when national income is stable, or by preventing a rise in 
bank deposits when national income is rising, so we can bring down the 
rate of interest by increasing the quantity of bank deposits when money 
incomes are stable, or can accelerate a decline in rates when incomes are 
falling. ‘The duration of the lower level of interest rates so achieved will 
depend on how rapidly the lower rates stimulate investment, and, possibly, 
consumption. In conditions of active trade and business optimism, the 
lower rate of interest is likely to be rapidly reflected in a rise in investment, 
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in payments for services, and in national money income. Unless, there- 
fore, the rise in incomes is checked by some other development, such as 
an increase in voluntary saving or in the over-all budget surplus, further 
creations of bank deposits will be necessary to hold the rate of interest 
down to the level established by their initial rise. ‘These, in turn, will 
bring a further rise in incomes, until the rate of increase exceeds that of 
output, so that inflation develops and prices rise. In conditions of trade 
depression, on the other hand, the rapidity with which lower interest rates 
will stimulate either investment or consumption is likely to be less, and 
their effect, at least for a time, may merely be to slow down the rate of 
fall in incomes. Even when incomes do begin to rise again, the existence 
of unemployed labour and capital is likely to ensure that for some time, 
and perhaps indefinitely, the rise in incomes is matched by a rise in output. 

The only way in which a “ cheap money policy’ could be made con- 
sistent with the absence of inflation in a period of full employment is 
through a drastic and effective system of controls over investment and 
consumption. Whilst such a system may be practicable for a considerable 
time in special conditions, such as a war, it does not seem possible, in a 
democratic country and in peace-time, to make it effective for long, if only 
because few people will be willing for long to work and sell in exchange 
for money that they have no early expectation of being allowed to spend. 

We have now been able to provide some at least of the reasons why a 
rise in national money income should have an effect on the long-term rate 
of interest similar to that of a reduction in bank deposits, and a fall in 
national income an effect similar to that of a rise in bank deposits. If, 
therefore, deposits and national income rise together, the two movements 
tend to cancel out each other’s effects on the rate of interest and to leave 
it unchanged. We therefore have the possibility of a schedule of interest 
rates that will vary with the ratio of bank deposits to national income, 
rather than with the absolute changes in either. We have thus gone some 
way towards explaining the regularity of either one of the two series in 
Chart II, but we have still to explain why there are two series instead of 
one, and the causes of the switch from one series to the other. 


Changes in Investors’ Expectations 


For these explanations we have to look for the causes, not of movements 
of interest rates ‘“‘along’’ or in accordance with each schedule, but of 
shifts in the schedules themselves. ‘The easiest way to start this search is 
to look for some factor that is present in the whole of one series and is 
absent from the whole of the other. ‘This factor can hardly be the state 
of business activity, for both the lower series (1934-46) and the upper 
series (1921-33 and 1947-57) contain years of severe depression and of 
over-full employment. Nor can it be the level of short-term interest rates, 
for low short-term rates did not disappear in 1947, but continued into the 
second half of 1951. On the whole, the most likely factor, which seems to 
have been present in the years 1934 to 1946 and absent from the remainder, 
is a belief in the permanence of low long-term interest rates. 
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If the possibility of any large fall in prices of long-term fixed interest 
securities is excluded from investors’ calculations, such securities become 
very much better substitutes for money than if there is a real possibility 
of their future loss of value. When investors believe that the risk of serious 
capital depreciation is negligible, the proportion of their assets that they 
wish to hold in money at any given level of interest rates is reduced and 
the velocity of circulation is correspondingly increased. If, therefore, 
investors can be induced to acquire such a belief, it is reasonable to expect 
a revision of the whole relationship between the deposits/national income 
ratio and the long-term rate of interest; while a later loss of the belief could 
be expected to give rise to a similar shift in the whole schedule in the 
reverse direction. What is surprising, however, is that, with all the changes 
that had taken place in the size and composition of the national debt, in 
the distribution of income and capital, and in many other circumstances, 
the shift of schedule in 1947 should have brought it so exactly back into 
line with that ruling in the 1920s. It can only be surmised that in some 
way these other factors cancelled one another out, leaving similar changes 
in expectations to produce similar results. 

This explanation of the major shifts of schedule in 1934 and 1947 also 
throws light on the minor divergences within each schedule. ‘The fall in 
the rate of interest in 1934, which occurred in spite of a sharp fall in the 
ratio of deposits to national income, followed two years in which the rate 
of interest had been steeply forced down by rapidly rising ratios. In other 
words, it took two years of cheap money policy, in a time of acute trade 
depression and after the abandonment of the gold standard, to convince 
investors that cheap money was really here to stay. Again, in the years 
1936-39, the normal effects on interest rates of a sharp rise in national 
income, with bank deposits almost stationary, seem to have been reinforced 
by doubts about the future level of rates, no doubt caused by growing fears 
of war. When, however, war actually came and it was found that, with 
modern powers of control, wars and high interest rates were no longer 
synonymous, interest rates fell back again, even though at first national 
income continued to rise faster than deposits. Only in 1947, when it was 
realized that, in peace-time and under conditions of full employment, the 
controls could no longer be relied on to prevent money leaking into the 
income circulation, was confidence in the permanence of cheap money lost. 

The movements of the long-term rate in the years 1952-54 present an 
interesting comparison with those of 1931-34. In both periods a balance 
of payments crisis had recently passed and short-term interest rates had 
fallen sharply. But whereas in 1931-34 it took two years of rising deposits/ 
national income ratios to convince investors that cheap money would con- 
tinue, in 1952-54 it took no more than a slowing-down of the fall in the 
ratio. ‘This difference may have been due to the fact that the period 
1931-34 followed many years of high interest rates, whereas in 1953 it 
may have been possible to believe that the rising rates of the preceding 
six years had been a mere aberration in the new order of things. Whatever 
the reasons for them, the expectations of 1953-54 were disappointed. This 
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disappointment may be one of the reasons why 1958, which also has seen 
the (even more emphatic) passing of a balance of payments crisis, a sharp 
fall in short-term rates of interest, and, in addition, a definite slackening of 
excess demand and a rise in bank deposits about proportional to the rise 
in incomes, seems likely to show an average yield on Consols just about 
as high as 1957. It looks very much as if any attempt in the near future 
to shift the liquidity preference schedule downwards by persuading people 
that lower long-term rates of interest are likely to come and remain will 
encounter considerable psychological resistance from the investing public. 


What Hopes of Lower Rates in 1959? 


If it is true that the Government can no longer expect to bring down 
long-term interest rates by inducing a shift in the liquidity preference 
schedule, it follows that the only way of bringing about a permanent fall 
in rates is by allowing them to move “ along ”’ the schedule: that is to say, 
by increasing the ratio of bank deposits to national income. In the absence 
of a substantial fall in money incomes (which, it may be surmised, no 
modern government would willingly tolerate) the increase in the total of 
bank deposits needed to bring about a fall of even one-half of one per cent 
in the long-term rate would be very considerable. If we assume a rise in 
national money income of 3 per cent from 1958 to 1959 (a rise that might 
be just compatible with stability of prices), this would bring net national 
income up from £17,600 millions in 1957 and an estimated £18,200 millions 
in 1958 to about £18,700 millions in 1959. If the schedule we are assumed 
to follow is the general average trend of the upper schedule in Chart II, 
to reduce the yield on Consols from 5 to 44 per cent by the end of 1959, 
would require a rise in the net deposits/net national income ratio from 
35 per cent to about 40 per cent. If, instead, we assume that the schedule 
follows the steeper slope of the years 1954-58, the ratio consistent with a 
45 per cent yield on Consols would be about 38 per cent. Even if we 
assume the schedule follows a path parallel to that recorded for the years 
1931-33, the ratio required would still be over 37 per cent. On the first 
assumption, in order to reduce the Consols’ yield to 4} per cent by the 
year-end, the increase needed in deposits above the present level would be 
about £1,100 millions during the next twelve months, on the second assump- 
tion about £700 millions, and even on the third well over £500 millions. 

In view of the recent government policy of endeavouring to stimulate 
demand by measures other than lower long-term interest rates, and of the 
political need to leave something in hand for reduction of taxation in the 
budget, it seems unlikely that bank deposits will be allowed to rise as rapidly 
as even the smallest of the (large) rates of growth indicated above. Indeed, 
it may well be that any increases that occur will do no more than keep pace 
with the rise in national money income. If so, the ratio of bank deposits 
to national income will remain at what would in earlier years have been 
regarded as the crisis level of 35 per cent, and the investing public may 
have time to get used to the idea that a yield of 5 per cent on long-dated 
British government securities is no longer exceptional. 
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As I See It... 





By SIR OSCAR HOBSON 














































’Ware the Boom 


HIS is the third birthday of ‘‘ As I See It’, which began in the 

January, 1956, number of The Banker. My first effort I devoted 

mainly to trying to forecast the economic future of Britain in the 

ensuing year. In January, 1957, I repeated the exercise. Last 
year, preoccupation with the issues raised by the Bank Rate Tribunal saved 
me from sticking out my neck in like fashion. But now the seasonal urge 
to indulge in prophecy is on me again and I| am proposing to say something 
about what appear to me to be the prospects of our country in 1959. 
Before starting I have to admit that neither of my previous attempts was 
particularly successful—though some of my friends may be surprised to 
learn that they erred on the side of optimism rather than of pessimism. 
But neither were they glaringly off beam. In January, 1956, I feared that 
in the coming twelve months we should be in for “‘a rough passage ’”’ but 
hoped that it might be skilfully negotiated and that we should be “ back 
into smoother waters by 1957’. I thought that under pressure of the 
credit squeeze there must be some sort of “‘ break ”’ in industry during the 
course of 1956, but that the United States might fend it off until 1957. 
Well, the Suez adventure threw that forecast out of gear. We got an 
exchange crisis in the autumn of 1956, but not the kind of industrial 
recession I had been thinking of. However, in January, 1957, I was fairly 
cheerful about the prospect. ‘There was not much sign of the smoother 
waters, but I still hoped we should get into them before the year was out, 
provided we did not “ handle the ship as though we were already out of 
the stormy seas ’’, which was what one school of counsellors was advising. 
Well, we did not at any rate handle the ship with the desirable degree of 
firmness until the late summer, when the advent of another exchange crisis 
forced our navigators to take bold and drastic steps to prevent the ship 
being swept on to the rocks. 
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It was not till then that the point was reached that I had hoped would 
have been reached in 1956 and (dropping the metaphors) the monetary 
authorities regained the control over the industrial machine that they had 
lost through indecision in 1954 and 1955. Recession follows boom as 
night follows day, and once the inflationary process was stayed recession 
of some sort, great or small, was bound to set in. Set in it did, in America 
in the late summer of 1957, here a few months after. 

And what now of 1959? Well, I agree with everybody else that in 
Britain as in America, the depression of 1957-58 will turn out to have been 
of only moderate depth and of short duration. I expect to see definite 
signs of recovery by the spring. But I am more concerned with what 
happens later. I am much more concerned with whether recovery is going 
rapidly to develop into a new boom—whether the event will prove once 
again that the lessons of the past have not been learned. 

I think that there is great danger of it. I think that there is great danger 
of reflationary action being carried to excess. I think that both the 
Chancellor of the Exchequer and the Bank of England have sensible ideas 
about this, but I am not sure whether they will be able to resist the pressure 
of public opinion, and indeed of some of the Ministers, to get industry 
back into top gear and unemployment below 2 per cent again at the earliest 
possible moment and without thought of ultimate consequences. 


Classroom Formule 


This pressure is the more dangerous in that it seems to be receiving some 
rather ill-judged backing from academic economic quarters. ‘Take, for 
example, the latest bulletin of the London and Cambridge Economic 
Service. ‘The emphasis there is all on the need for speed in applying expan- 
sionary measures. Following the removal of hire-purchase controls there 
should be an immediate reduction of purchase tax. ‘The present level of 
Government saving has become excessive with the disappearance of excess 
demand. The Government ought not to “be so impressed with the 
dangers of making future demand too big that it does too little to secure 
the deployment of our existing (and growing) capacity”. Again, in an 
article by Messrs. R. F. G. Alford and H. B. Rose, the authorities are urged 
to reduce the long-term rate of interest and are even suspected of regarding 
the reduction of the floating debt as an end in itself. 

It is natural that economists should be anxious to see the formulae 
worked out in their studies and classrooms applied in practice. It is 
natural that they should wish to create and administer demand in the 
measured doses prescribed by their theories. But they are apt, methinks, 
to overcall their hands. In all their discussions about interest rates and 
creation of demand, where is there any recognition of the fact, well estab- 
lished in economic history, ancient and modern, that trade recession and 
falling profit-margins are instruments making for greater efhciency and 
economy of operation in industry ? Nowhere, so far as I can see. Yet 
most industrialists one speaks to tell you with pride of the reorganizations 
they have effected and the overheads they have cut. ‘The board of one 
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efficient concern, the Metal Box Company, have put on record the fact that 
thanks “to the benefits arising from improved techniques and operating 
efficiencies ’’ and other favouring circumstances, they have been enabled 
to ‘‘ absorb wage increases and to make certain price reductions ”’ 

This process of rationalization takes time to carry through. If the 
pressure on costs is relaxed too soon it will in many cases not be carried 
through. ‘Therefore, I say the course of wisdom is not to hurry reflation 
unduly but to let the recovery of production take its natural pace. ‘This 
means that the “‘ hoarding ”’ of labour which still goes on will receive further 
discouragement and it means that there will be rather more unemployment 
for a rather longer time than there would be if the policy of “‘ all hands 
to priming the pump ”’, which is being so vociferously urged, were adopted. 
That is regrettable; but the expansion of production, when it comes, will 
be more soundly based, better co-ordinated and, therefore, more likely to 
be maintained. 


One Cheer for Mr Wilson 


As I was writing this I came across Mr Harold Wilson’s letter in The 
Economist of December 13 and I thought that it scored some points over 
the London and Cambridge economists. Mr Wilson insisted that expansion, 
instead of being pursued hell for leather, must be “ controlled and pur- 
posive’’. It must be controlled so as to prevent an excess of investment 
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‘particularly in those fields which contribute nothing to exports or the 
strength of the economy’’. And it must be purposive to ensure that 
producer goods are encouraged to expand more rapidly than the consumer 
goods industries. I think Mr Wilson has got something there. It is very 
much easier to expand demand for consumer goods than producer goods 
and Mr Wilson’s jibes at the Government for resorting to “ panic infla- 
tionary measures such as the hire-purchase spree ”’ are fair enough for the 
rough and tumble of political debate. 

I cannot agree, however, with what I am sure Mr Wilson means by either 
‘‘controlled”’ or “‘purposive’”’. I, too, believe that industrial expansion 
must be controlled. I believe that it must be controlled in time of boom 
by use of the Bank rate and the budget and that even in time of recession, 
once the first signs of recovery become visible, the reins of control must 
not be allowed to become too slack. I would, for example, be loath now 
to see a further reduction of the Bank rate below 4 per cent. 

But Mr Wilson has shown scant faith in the interest rate weapon even 
though he may not reject it altogether. He would probably agree with 
the two economists quoted above that monetary policy ought now to be 
used to bring down the long-term rate of interest so as to encourage expan- 
sion in the producer goods industries. ‘This is a point on which [I fall 
foul of both him and the London and Cambridge academics. I do not 
believe that the Government can usefully attempt to influence the long- 
term rate of interest. Mr Wilson, at least, ought not to need reminding 
of the shocking fate which befell Mr Hugh Dalton’s attempt to peg the 
rate on Government “ undateds”’ at 25 per cent in 1946-47. Certainly 
the Government can suspend its debt funding operations and, indeed, it 
would seem to have anticipated the advice of the economists by doing so 
about the middle of November. ‘To that extent it can in a negative way 
exercise some small influence on the long-term rate. ‘That is about the 
limit of what it can do in an economy that has any claim to be regarded 
as “‘free’’. And even if, so far from regarding the reduction of the floating 
debt as an end in itself, the authorities were prepared to let the floating 
debt rip, it seems to me quite on the cards that in the present psychology 
of the investing public they would so scare the gilt-edged market that the 
effect on the long-term rate would be the reverse of that intended. 


Stagnation through Inflation 


, 


But now about Mr Wilson’s “ purposive’’. Whose purpose? The 
purpose of the community expressing itself through free choice in the 
markets ? Or the purpose of Mr Harold Wilson, Chancellor designate in 
the Labour Government presumptive ? Unquestionably the latter, and 
without wishing to be offensive to Mr Wilson, I have to say that I doubt 
his competence. Indeed, I doubt the competence of any Minister or 
Ministry, Labour or Conservative, and in support of my doubts I point 
to the record, in their management of the country’s economic affairs, of all 
the governments that have held office since the war. Mr Wilson, of course, 
arraigns the Conservatives. He implies that if he had been in office the 
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country would not, from 1954 onwards, have “lagged behind other in- 
dustrial countries in production, exports and investment ”’. 

Here again I think that Mr Wilson has got something—though not what 
he thinks. The stagnation of industrial production, despite considerable 
if insufficient investment after 1954, certainly needs explaining. ‘To my 
knowledge no satisfactory explanation has come even from the scientific 
economists. Official index of industrial production: 1954, 100; 1955, 105; 
1956, 106; 1957, 107; 1958 (ten months), 106. Why no progress for four 
years? Mr Wilson says absence of purposive direction. Other people 
suggest rising interest rates and credit squeezes. Both explanations seem 
to me entirely unconvincing. In Germany industrial progress has been 
continuous despite higher rates of interest for commercial purposes and 
less Government interference than here. My own belief is that the main 
cause of the unresponsiveness of production has simply been inflation and 
overfull employment, which has militated against flexibility and rapid 
adjustment of production to the changing pattern of demand. If there is 
substance in that view, then the case against recreating the same conditions 
by forcing the pace of expansion now is reinforced. But I would like to 
see greater attention devoted by the professional economists to this rather 
strange phenomenon. 
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Is Sterling Election-proof ? 


But now as to 1959 again. ‘The prospect, as I have said, looks reasonably 
promising. It is the better, of course, by reason of the strong state of the 
current balance of payments. ‘That should secure us against the possibility 
of another odd-year exchange crisis. Or should it? What if a Labour 
Government comes to office following a General Election in the spring or 
the autumn? It has, hitherto, been accepted doctrine, even with the 
Labour Party intellectuals, that the victory of the Party at the polls would 
be the signal for a run on sterling—or its aggravation if, as appeared more 
than possible, the run had started before the Election. Must that judgment 
now be amended in view of the greater strength of the pound? I am not 
at all sure that it must. Foreign exchange markets, like others, can swing 
round with remarkable suddenness. The gold reserve is not all that 
strong, taking into account the dollar credits that have to be repaid in the 
next few years. Even an “‘active’’ current account in the balance of 
payments is not necessarily a complete protection if its surplus is eaten 
away by long-term credits. Hints that exchange controls might again be 
resorted to are very disturbing to foreign opinion. [I leave it at that. 

Finally, of course, there is the perennial problem of labour relations and 
the next round of wage claims. The 1958 round, with its average advance 
of, say, 3} per cent, was pretty stiff for a year in which productivity declined. 
With retail prices now stable and overfull employment definitely receding, 
there seems grounds for hoping that claims in 1959 will be more moderate 
provided that the reflation is not overdone and a “ demand-pull”’ cycle 
set up again. My advice to all the authorities, monetary and _ political, 
for 1959 is festinate lente. But what a hope in Election year! 
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What are the basic problems to be 
solved before any general application 
of electronic methods is ltkely within 
the clearing banks, and how far have 
the banks gone towards finding the 


Electronics in Banking: 
An Interim Survey 


tatively surveyed by Mr F. D. Cowen, 
a general manager of Barclays Bank, 
who 1s chairman of the Sub-Committee 
for Electronics of the Clearing Banks. 
Mr Cowen here writes in his personal 





solutions? These questions are authori- capacity.—E£DITOR. 


By J. D. COWEN 


HE possibilities inherent in the application of electronic methods 
to commercial book-keeping have set the banks, like most other 
extensive employers of clerical labour, a wide range of new prob- 
lems, only some of which can be brought into view in a single 
article. In this survey the aim will be to set out the problems that appear 
to those whose business it is to struggle with them—to be the really 
fundamental ones for the banks, fundamental in the sense that they must 
at all costs be solved, at least in principle, before the installation of fully 
electronic machinery can even be contemplated; and to indicate the lines 
along which the banks are at present thinking they can see the solutions. 
It follows that wide topics, of great importance in their own right, such as 
the impact of these new methods on bank staffs and on bank customers, 
will not here be discussed, for unless solutions to the main issues can in 
fact be found these further topics will not even arise. Let it be said once 
again, however, if only for the record, that in the banks at least it appears 
that there can be no question that the application of electronic methods 
could ever lead to any redundancy of staff. ‘The comparatively slow pace 
of installation, combined with the simultaneous natural growth of the 
banks in other directions, with the very high rate of wastage of junior 
women staff, and with the possibility of rapid adjustment by reduced 
recruiting programmes, will surely see to that. 


Difficulties in Evaluation 


The subject has little interest unless it can be seen that the adoption of 
the new methods will lead to economies. Yet, as it happens, the problem 
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of cost is the most intractable of all, and no solution to this particular 
problem can possibly emerge until at least the pioneers are already com- 
mitted. ‘This arises from the fact that right up to the present moment the 
basic cost of some of the most fundamental pieces of equipment is not yet 
determinable. And when their prices are determined, it 1s a reasonable 
assumption that as production develops, later (and probably simpler) 
models are likely to cost less than the earliest versions. But when, and 
how much less ? 

Admitting, then, that sensible estimates of cost are still out of the question, 
one or two general reflections may still usefully be borne in mind. In the 
first place it is not without interest to consider just how large a proportion 
of a bank’s total activities is capable of being handled by the new methods. 
One of the larger clearing banks, and this paper is written throughout 
from the point of view of the clearing banks, has attempted this assessment. 
The results could inevitably be only very approximate, but they seem to 
show that the work of about 40 per cent of those employed in the bank 
could usefully be put, in whole or in part, on to the new methods. Much 
more money than the solution is worth could easily be spent on making a 
closer survey, but we may reasonably suppose that the figure lies some- 
where between one-third and one-half of the work of a clearing bank. 
This does not mean that the entire labour force engaged on such work could 
be eliminated. Large numbers would still be required to feed and operate 
the machines. As the total number employed by all the clearing banks 
is only just over 100,000 persons, it would appear that the total savings to 
be made, even when electronic machines have been installed to the maximum 
useful extent, might be of the order of 20,000 to 40,000 persons. ‘To get 
that far would take, on any view, a very long time; and against the back- 
ground of the national economy as a whole it is not a very significant figure. 
For this reason in the judgment of one eminent scientist the task of finding 
technical solutions to the problems of the banks need not be rated as at all 
a high priority within the total field inclusive of industry. 

However that may be, it is clear enough that if the banks could indeed 
achieve savings in their labour force to an extent even approaching the 
lower of the above estimates, substantial relief to their annual expenditure 
should be possible, even after taking into account the very large capital out- 
lays that will certainly have to be incurred in order to bring this about. 
It is for this rather obvious reason that, in greater or less degree, all the 
banks are interested in the new methods. 

When, however, it comes to making a hard-and-fast case for taking the 
plunge, it remains impossible to demonstrate net savings in terms of hard 
cash, for want of any adequate basis for costing on the equipment side of 
the account. In these circumstances it is not surprising that some banks 
are more eager than others to make a start. ‘Those which are most anxious 
to do so can base their desire only on purely general grounds. All experi- 
ence since the beginning of the industrial revolution, and increasingly so 
in recent years, seems to show that there is an irreversible long-term trend 
in any industrial society towards a steady increase in the cost of labour in 
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relation to the cost of the machine. In view of the very high capital cost 
involved in the installation of advanced accounting machinery of the type 
under discussion, it is conceivably the case that at this precise moment in 
time it may not yet be strictly economic to go into action. Those, however, 
who wish to do so feel confident that even so the break-even point cannot 
lie very far ahead. If it has, in fact, already been passed, then so much 
the more cause for action now. 

It may be added that the experience of the American banks offers here, 
as yet, no guidance. ‘The boldest and most empirical of them all, the 
Bank of America, has indeed put down the money; but it is only now 
moving into a position to reap its reward, and its management cannot yet 
dispose of a sufficient working experience to draw up an account of the 
gains and losses. As for the other American banks, it is doubtful whether, 
with their truncated branch systems or even with none at all, any of them 
can ever provide an experience likely to be useful in the context of the 
situation in this country. 


Limitations Imposed by Cheque System 


‘The uncertainties of costing in this new field are common to all potential 
users of electronic accounting systems, but we come now to a problem 
which, if not peculiar to the banks alone, at least afflicts them in a special 
degree. Most industrial and commercial concerns are in a position to 
control, right from the outset, the precise format of the originating document 
from which will be derived the data to be fed into the electronic system. 
In the simplest and most extreme case, which is by no means uncommon, 
these documents may quite conveniently from the beginning take the form 
of punched cards, which can, as a result of long experience, not only be 
handled with great speed and precision, but are also well adapted to the 
processes involved in feeding the machine with the “ message ”’ they carry. 
Such a situation is known as a closed system, and is highly favourable to 
the early and economical introduction of electronic machinery. 

This is not, however, the situation in which the banks find themselves. 
They are under the obligation of accepting from the public cheques and 
credit slips in a wide variety of forms. Although for its own protection 
the clearing house has made rules of its own controlling within limits the 
size of cheques, in law (as is well known) provided the wording is expressed 
in the correct manner, and that it is correctly stamped, a cheque is valid 
regardless of the material on which it is written. Many readers will 
remember the case of a cheque written on a cricket bat which was success- 
fully cleared in the City a few years ago by special presentation. Normally, 
of course, the clearing house rules do, by and large, successfully control 
the wilder whims of bank customers. But the ideal of a single standard 
size of bank cheque is difficult to enforce on the public in face of the hard 
fact that the private customer requires space for only a single signature, 
while the company or public authority requires space for several. In any 
event, even if we had cheques and credit slips perfectly uniform in size 
and style, the banks are still confronted with the fact that a very large 
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number of cheques will continue to be written out by hand. No machine 
capable of reading successfully all the varieties of handwriting has yet been 
devised. ‘Theoretically the scientists tell us that such a machine can be 
envisaged; but it is certain that even if it were developed its cost would be 
prohibitive for all practical purposes. It would therefore be useless for the 
banks to contemplate setting up a system or systems capable of handling 
only vouchers mass-produced by their largest customers—as might con- 
ceivably be done by negotiation with the large interests concerned. In 
that event they would be faced with the prospect of operating simul- 
taneously and in parallel two, or even more, systems variously adapted to 
the manner in which each cheque had been made out. 

The banks must base their plans on more fundamental thinking than 
that, and must from the beginning devise a scheme that is capable ulti- 
mately of handling every banking voucher on the same principle. Only 
so will confusion and waste be avoided. It is an onerous requirement, 
but it is one that the banks are determined, and have agreed, to face 
together. Were they in a position to operate a ‘‘ closed system ”’ the 
problem would be incomparably simpler, and there can be little doubt 
that by now a start would already have been made. 


The Clearing Problem 


If the banks share, maybe, with a minority of others the obligation to 
operate an open system, there is one gigantic task that is quite peculiar to 
themselves. Each working day an average of over 1} million cheques is 
centrally cleared through the London Clearing House, to say nothing of 
the vast number that pass through other sectors of the clearing system. 
This means that every morning in the clearing departments of each of the 
clearing banks the batches of cheques coming up by post from most of 
the 10,000 country branches are amalgamated, bank by bank, and passed 
over to those other banks upon which they are drawn. ‘The bank that 
receives them then has the task of sorting all these cheques coming in 
from the other banks into branch order for despatch to each of its own 
branches the same evening. Apart from the physical operation of sorting, 
these movements involve a great deal of straight listing so that the various 
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sections of the work may be checked against each other before going on 
to the next process. This is the hard core of the work of the clearing 
house, and this (with more besides which it is unnecessary here to par- 
ticularize) is carried out by a small army consisting of many hundreds of 
women and girls under the control of comparatively few experienced 
organizers. It is clear that if the sorting could be done automatically, and 
the straight listing replaced by a single automatic read-off of the amount 
of each cheque, large savings in terms of staff employed should rapidly be 
realized. Inevitably, therefore, every one of the clearing banks is interested 
in the possibilities of automatic sorting. 

Automatic sorting, however, is dependent upon automatic reading, and 
it follows that if the banks are to continue to be able to clear one another’s 
cheques, those cheques, and the machinery that is to handle them, must 
speak the same language. ‘That this will be a “machine language ”’ 
goes without saying, and so we have this further onerous requirement 
that if the banks are to continue to clear one another’s cheques, 
and wish to employ machinery for this purpose, their cheques must 
all ‘‘ speak’ and their machines must all ‘‘ read’ a language common to 
all the banks. 

No bank is to-day precluded from buying any data-processing system, 
or cheque-sorter (if it can find one), that it may fancy. But the banks are 
firm in their recognition of the clearing problem, and until the minimum 
requirements of inter-bank standardization are settled, any bank making a 
unilateral choice of a system runs the risk, if that system proves in the end 
incompatible with that ultimately selected by common choice, of losing its 
investment. 


Common Action 

Apprehending somewhat dimly perhaps at the time some of the implica- 
tions of the above problems, the clearing banks decided that the subject must 
at least be studied in concert, and in October, 1955, set up a committee 
for this purpose. ‘To-day on this committee each of the clearing banks 
and the Bank of England are directly represented, while the Scottish banks 
send an observer. ‘The full committee meets not less than six times a 
year, and reports regularly to the Committee of Chief Executive Officers. 
Its work is, however, carried on continuously by three members, with 
special qualifications for the task, who form a working party. ‘Through the 
working party links are made, and contacts are maintained, with manu- 
facturing interests on the one hand and with comparable bodies in other 
countries on the other. Since the inception of the committee all members 
of the working party and a number of other members of the committee 
have visited banks and manufacturers in the United States and on the 
Continent of Europe. 

The first task of the committee was to bring the whole subject and its 
various problems into focus, and to assign to the problems some kind of 
priority. ‘This is easier to record than it was to achieve; and it must be 
said at once that without the pioneer labours of the committee, and of the 
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working party in particular, no such appraisal as this paper offers could have 
been attempted. It was through the working party that the banks were 
first enabled to envisage just how electronic book-keeping and automatic 
sorting might be turned to account in their affairs. It was, too, through 
the working party that the banks were able successfully to conduct what 
is believed to have been the first exercise in bank book-keeping by means 
of a computer carried out on this side of the Atlantic. 

But undoubtedly the most important function of the committee to-day 
is the determination of acceptable inter-bank standards to enable the banks 
to continue smoothly to clear one another’s cheques. Although a wide 
area of agreement has now been achieved this exacting task is not yet com- 
pleted. Its final conclusion, indeed, may depend upon developments on 
the manufacturing side over the next few months. 


Solutions in Principle 


Before, however, arriving at this point in their thinking, the banks had 
already reached certain conclusions on the problems of the open system 
and the common language. In regard to the former it is felt that in so 
ticklish a process as endowing the banking voucher with a machine lan- 
guage, a process that calls for high standardization of performance, the 
banks will not be able to leave the job to the tender mercy of their customers. 
This is something the banks will just have to do for themselves. One 
simple method, employing well-tried equipment and procedures, might 
have been for the banks to transfer the instructions carried on each cheque 
on to punched cards. If, however, we recall that every cheque is a legal 
document on which an action in the courts can be founded, and which for 
that reason alone must be preserved, and that the number of cheques 
passing through the London Clearing House is now running at over 1} 
millions per working day, the prospect of duplicating such masses of paper 
cannot be contemplated. And though duplication of cheques in punched 
card form might certainly be expected to lead to more rapid handling of 
the data involved, the obligation ultimately to return each cheque to the 
branch holding the account on which it is drawn, with the sorting problem 
implied in that, would still remain. For these reasons it was decided at an 
early stage that the only rational solution must lie in the direction of en- 
dowing the cheque itself, and every other type of banking voucher, with 
the ability to convey its message in machine language. 

Assuming, to anticipate the argument, that this can best be done by 
some printing process, it emerges that this process can conveniently be 
carried out in three stages. ‘The first will identify the bank and branch 
by a number, and the printing of this on the cheques will most economically 
be done before delivery of them to the branch. ‘Then, before a cheque- 
book is issued to a customer, the cheques in that book will need to be 
imprinted with a number indicating the account. Finally, when the indi- 
vidual cheque comes back completed into the banking system, for payment 
or collection, the branch will have further to imprint in the common 
machine language the amount for which the cheque is drawn. Given the 
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adequacy of the machine language, and the means available for reading it, 
the cheque can now speak in a machine language, and is available for use 
in any automatic process in which a relevant reading-head is incorporated. 
This means that this now automatic cheque can either actuate a sorting 
machine, or be read off on to magnetic tape for feeding into a computer; 
where convenient, the two processes can be carried out simultaneously, and 
this has in fact been done. 


Choosing the Machine Language 


The second great problem was to decide what language the cheque 
should be enabled to speak. More than one system has been devised for 
what is called “ optical scanning ’’—in which the machine is designed, 
broadly speaking, to simulate the action of the human eye, and will read 
characters produced by simple printing, or even typewriting, methods. 
These are ingenious machines indeed, but they suffer from the defect that 
they grow more complex, and therefore more cumbersome, in proportion 
to the degree of refinement required in their reading powers. Bank cheques 
call for a very great degree of refinement, because the message they carry, 
even if imprinted on them in standardized form, is so liable to overprinting 
in their passage through the banking system, to say nothing of the many 
other extraneous markings they are apt to collect in the course of their life. 
At least one optical scanner has been built that can, it is claimed, dissociate 
all these overprintings and markings from the crucial message; but up till 
now it does appear that reading powers of this order of refinement involve 
altogether too much elaboration behind the “ eye ”’ for its use ever to be an 
economic proposition in the banking context. 

If, however, the ink itself in which the cheque’s message is written could 
by its very constitution differentiate itself from all other markings on the 
paper, then it should be possible to confine the reading problem within the 
limits of an altogether narrower field; and, given characters printed in 
standardized form, to produce a reading-head relatively compact in size, 
and to that extent economical in price. ‘To this end experiments have been 
conducted with inks of various kinds—phosphorescent, fluorescent, mag- 
netic. In the end the banks’ choice has fallen on magnetic ink, not least 
as the result of the success of the Bank of America in developing, in con- 
junction with the Stanford Research Institute, the employment of this 
particular medium for use in their pioneer data-processing equipment 
based on the computer ERMA.* Although the Stanford Research Institute 
was the first organization to crack the problem of reading magnetic ink, the 
business machine industry in America has been quick to follow the lead, and 

since then more than one of the large manufacturers have developed, on parallel 
lines, reading systems of their own. There ts also at least one promising 








*'This decision was discussed in an article in The Banker in April, 1957, following the 
first (and, up to date, the only) public announcement by the committee, on the occasion 
of its issue to manufacturers and cheque-printers of *‘ a preliminary forecast in general 
terms ”’ of the kind of equipment the banks are likely to require. A survey of the findings 
of the American Bankers’ Association on the problem of common language appeared in 
The Banker in November, 1956.—ep. 

















line of development under investigation on this side of the Atlantic. 

There remains the question of the ‘ alphabet ”’ in which the cheque’s 
message shall be printed. The adoption of a set of symbols designed to 
suit the characteristics of the machine will naturally lead to a more rapid 
achievement of success in the development of a reading system than the 
adoption of a set of symbols (such as the alphabet) developed through the 
millennia without the least regard to such factors. For this reason the 
first attempts in this field employed ‘‘ codes’ which relied on the relative 
positioning of simple marks such as bars and dots—a kind of two-dimen- 
sional Morse code. And at least one such system has been developed in 
America to a point of adequate reliability. Such codes, however, cannot 
be interpreted by the human eye, only the machine can read them; and 
bankers, both in this country and in the United States, have decided that 
such a state of affairs does not satisfy their requirements, and have insisted 
that what the machine reads the human eye must be capable of reading 
also. ‘That forces us on to the use either of the alphabet, or of numerals, 
or a combination of both. ‘The addition of a small number of purely con- 
ventional but easily memorized symbols could also be tolerated. 

The smaller the number of separate symbols between which the machine 
is called upon to differentiate, the simpler and more accurate should the 
reading operation be. Each additional symbol will increase the complexity 
of the task in an almost geometrical progression. ‘To require the machine 
to differentiate between all the letters of the alphabet and a full set of 
numerals would be to impose upon it an unnecessarily onerous task. In 
practice it has been found feasible to work with the ten Arabic numerals 
and four, or perhaps five, conventional signs. It is not difficult to encode 
the message into appropriately devised groups made of these fourteen or 
fifteen symbols, and although the precise meaning of the groups showing 
the serial number of the branch and of the account will not be apparent 
to the eye, the group stating the amount will be immediately self-explanatory. 
The groups designating branch and account will, however, be quite sufh- 
cient for purposes of sorting—whether the physical sorting of the cheques 
themselves or the electronic sorting of data from them within a computer. 

Questions relating to the best position for the line of print composed of 
these groups of numerals, their order of appearance, and their precise 
composition are too technical and detailed for consideration here. Suffice it 
to say that the banks are agreed that the best place for the printing of the 
encoded message will be in a single line one-quarter of an inch above the 
lower edge of the cheque. The order and composition of the groups 
remain to be definitively settled. 

This, then, is the common machine language. Its nature, and the manner 
of its employment are agreed; some of the final details of its application are 
still under discussion, and finality here may not prove possible until more 
details are available of the various reading systems now under development. 

What chance, then, have the banks of seeing their solutions realized in 
practice ? ‘The operations envisaged in processing cheques on their entry 
into the banking system have so far presented no great difficulty. Proto- 
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types of all the ancillary equipment likely to be needed have been seen at 
work in the laboratory, and some production models are now coming on 
to the market. Neat versions can already be seen, in particular, of the 
cheque-imprinter. 

If we go a stage further into the processes of book-keeping, we enter here 
the natural field of the computer. Here again, no difficulty in principle is 
to be observed. Computers in general are, as is known, perfectly adaptable 
to the maintenance and production of running accounts of all natures at 
very high speeds. With the exception of the computers now being installed 
for the Bank of America, it seems that no other computers designed solely 
for bank book-keeping have yet been built. To effect such a design is, in 
any case, largely a matter of specifying the construction, to a considerable 
extent from standardized assemblages, of computers with a larger-than-usual 
memory element, and a smaller-than-usual calculating element. But all the 
ordinary accounting work of a bank can probably be carried out on any of 
the medium to large size computers of standard design now on offer from 
the manufacturers for general use. ‘The striking installation recently in- 
augurated by the Banco di Roma is built around just such a computer. 

Some banking offices, though not many in this country, may justify the 
expense of a complete data-processing system based on a computer for their 
sole use. It would not be so very surprising to see such a system installed 
here in isolation as a first step. In general, however, to justify such expense 
will require the linking of a number of branches to a single computing centre 
or depot. Such a concept involves large problems in communications and 
in control, but onerous as some of the requirements are likely to prove 
they do not at this stage seem to present any difficulties of such magnitude 
as to be beyond the capacity of the banks to solve for themselves. A lot 
of hard work lies ahead in this field, but no yawning chasm has yet been 
detected. 


Need for Reliable ‘* Reader ”’ 


In the clearing aspect the problem of electronic sorting remains intract- 
able. ‘The physical difficulties of handling very large numbers of separate 
pieces of paper in a sufhciently controlled manner does not yet seem to 
have found an acceptably reliable solution. The Bank of America has 
produced one prototype sorter in connection with ERMA, but the progress 
of its successors is at the moment a little obscure. A leading American 
manufacturing firm has been able to give impressive demonstrations on an 
automatic cheque-sorter; but in this case the machine language employed 
did not conform to the requirements of the banks. A French firm has 
developed a sorter of great promise in the mechanical aspect, but this has 
so far lacked an acceptable reading-head. 

The reading problem, indeed, is to-day the central difficulty. Automatic 
sorting depends upon automatic reading; and even when the twin problems 
of sorting—the mechanical (for paper handling) and the electronic (for 
reading)—have been separately solved, the two solutions must be com- 
patible, and must somehow or other be brought, so to speak, into phase 
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with each other in the completed appliance. There are still hard nuts 
here for the manufacturers to crack before reliable machines can be safely 
placed on the market. 

The problem before the banks to-day, then, is not a problem in com- 
puting, it is a problem in reading. Until that is solved we cannot have 
automatic sorting; and although electronic reading is not so fundamental 
to the business of book-keeping on a computer—since that can be fed 
without the intervention of an electronic reading-head—without such reading- 
heads we shall fail to gather the information from the cheques at a speed 
sufficient to yield the maximum advantage obtainable from the use of 
machinery capable of such a high level of performance. 

If the requirements of the banks were simpler, no doubt satisfactory reading 
machines would by now be available. It is the very nature of their business, 
and in particular the obligation to operate an open system on so vast a scale, 
that forces the banks to specify to the manufacturers a common machine 
language with requirements so exacting, and hitherto so hard to fulfil. 


Lines of Progress 


Meanwhile there is plenty of work for the banks to be getting on with. 
For the Electronics Committee there is the task of finally settling the com- 
position of the imprinted line that will convey the cheque’s message in 
machine language. ‘The space available is limited to six inches, which is 
the common size of cheque in the hands of private customers; but within 
those limits the number of possible permutations and combinations in the 
size and arrangement of the groups of figures is considerable. For just 
how large a sum, in millions, is provision to be made? And just how 
many digits are required to cover any reasonable scheme of account num- 
bering for even the largest branches ? Although the end has not yet been 
reached, the area of agreement here is steadily broadening, and finality is 
now coming into sight. In the field of equipment, laboratory work is 
proceeding in this country on a new and most promising system of elec- 
tronic reading. If that develops successfully, we may find ourselves in 
possession of a reading system certainly simpler, and possibly more accurate, 
than any yet developed on the other side of the Atlantic. 

Finally the banks can help themselves individually by preparing for and 
setting up pilot schemes within their own organization. And some are 
doing just that. One approach could be the installation of an electronic 
data-processing system for normal book-keeping within a single branch or 
for specialized applications, such as Registrar’s work. Another is the 
establishment of a skeleton scheme of centralized book-keeping, running 
(at least at first) in parallel with the normal methods of book-keeping. 
There is a huge field for investigation here into the problems of inter- 
communication, and of managerial control of the accounts. One of the 
banks has been conducting such an experiment for many months past. 

Such are some of the avenues along which the banks can advance, and 
along which they are in fact advancing. We cannot doubt that in the end 
they will be successful. 
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Argentina’s Oil Gamble 


By A SPECIAL CORRESPONDENT 


LTHOUGH the initial reception in Argentina of President 
Frondizi’s plans for expanding domestic oil output was favour- 
able, the recent strike organized by the ultra-nationalist trade 
unionists suggests that the hostility to foreign capital operating in 
the Argentine oil industry, even on President Frondizi’s terms, is still very 
strong. ‘This strike action and the resultant declaration of a state of siege 
have given the President’s policy of conciliation and political compromise 
its first major setback. Previously the President, although owing his over- 
whelming electoral victory to the Peronistas, had tried to bridge the deep 
division between the Peronistas on the one hand, and the armed services 
and other anti-Peronista groups on the other, by pursuing policies designed 
to appeal to moderate opinion on both sides. In this he achieved some 
remarkable successes, but for the moment at least the fierce reaction of the 
Peronistas to his oil policy has thrown him into the protective hands of 
the army. 

For Argentina oil is crucial both politically and economically. Since 
1935 a narrow economic nationalism has prevented either new entrants or 
the three private oil companies operating in Argentina from obtaining any 
new areas for exploitation. ‘The country’s oil industry is dominated by 
the state-owned Yacimientos Petroliferos Fiscales, which has achieved a 
virtual monopoly in the country’s oil production as the output of the private 
companies has declined. President Frondizi, the author of a book expound- 
ing the virtues of national sovereignty in oil, was known to hold strong 
nationalist views about the development of the industry. ‘These views com- 
manded wide support in Argentina, and beyond: even the United Nations 
economist, Dr Prebisch, who has recommended many of the measures of 
economic liberalization adopted in the post-Peron era, opposed the grant of 
new oil concessions to foreign companies. Indeed, the only attempt in 
recent years to enlist the aid of foreign capital for the development of Argen- 
tina’s oil was President Peron’s agreement with the Standard Oil Company 
of California, an agreement that was rejected by his supporters and was 
undoubtedly a contributory cause of his downfall. 

The gravity of Argentina’s economic problem, however, has forced the 
Government to modify its attitude. In 1930, when the population was little 
more than 12 millions, petroleum absorbed less than 8 per cent of the 
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country’s annual expenditure on imports, and domestic production accounted 
for 45 per cent of Argentina’s total consumption of oil. In 1957, with 
a population of 20 millions, petroleum accounted for more than 21 per 
cent of total imports and the proportion of consumption supplied by 
domestic production had fallen to 35 per cent. Moreover, while domestic 
production rose from 4.4 million tons in 1956 to 4.8 million tons in 1957, 
consumption rose in the same period from 12.8 million tons to 14.0 million 
tons. Petroleum imports, which had cost Argentina some US $200 millions 
in 1956, reached $276 millions in 1957 and probably exceeded $300 
millions last year. ‘The conversion of the railways to oil-fired locomotives 
and diesels, the expansion of electric generating capacity and the growth of 
population and secondary industries all indicate that the demand for oil 
will continue to rise rapidly. By 1967 it is estimated that total consump- 
tion will be around 23 million tons. ‘The YPF clearly lacked the technical 
and financial resources to achieve the rapid expansion of domestic oil 
production required to meet this demand, and an attempt to enlist assistance 
from overseas was therefore inevitable. | 

Political considerations, however, ruled out the outright granting of 
concessions to foreign companies for exploitation and operation on their 
own account. Instead an ingenious compromise was struck. No territorial 
concessions were granted but a series of contracts were arranged with 
foreign firms providing for specific jobs to be undertaken under the direction 
and supervision of the YPF. More than a dozen contracts have been 
signed so far, as part of a plan to raise Argentine oil production to 16 million 
tons by 1961. These contracts differ significantly in detail, especially in 
the form of payment envisaged and their duration, but basically they are 
all service contracts and all contain provisions for short-term or medium- 
term financing. In some the risks of the operation are to be borne by the 
YPF, while in others payment for the work involved is linked to the results 
obtained. Wherever possible part of the payment is to be made in pesos 
and, in general, after the first year or two the scale of foreign exchange 
commitments under the contracts is related approximately to the savings 
in foreign exchange that are expected to be achieved by the increase in 
domestic oil production. ‘lhe largest of the projected agreements, a con- 
tract worth some $790 millions with a consortium of American firms headed 
by the Atlas Corporation and its associates providing for the drilling of 
4,000 wells in the proved Comodoro Rivadavia area, now appears to have 
fallen through. Other contracts with United States companies, however, 
notably the Carl M. Loeb Rhodes and Company, the Pan American Inter- 
national and the Sea Drilling Corporation, have been, or are expected to be, 
completed, and firm agreements have been reached also with Belgian, 
French, Swiss and German companies. ‘The recent arrangements with the 
two foreign companies already operating in Argentina, the local subsidiaries 
of Royal Dutch-Shell and Standard Oil of New Jersey, are especially 
significant. In addition, a credit for $100 millions repayable over ten 
years has been negotiated with Russia to cover the purchase of Russian 
oilfield machinery and equipment. Arrangements are also being made 
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for increased supplies of crude oil from Russia and from Latin America. 

If the oil exists and the envisaged programmes are pursued successfully, 
it is clear that although the saving of foreign exchange will be negligible 
for a number of years because of heavy amortization payments overseas, it 
should in the long run make a substantial contribution to the country’s 
prosperity. On the other hand, if the oil is not found in the expected 
quantities the country will have indulged in an expensive gamble at a time 
when it can ill afford any misuse of its meagre exchange reserves. How- 
ever, the YPF has been exploring for oil in Argentina for fifty years and 
President Frondizi has claimed that proved reserves already total 500 
million cubic metres and that actual reserves are very much higher. 

The contracts have yet to be submitted to the Argentine Congress for 
approval. Strong opposition may be expected, and, moreover, the Peronistas 
in the trade unions are likely to stir up further demonstrations against the 
agreements with foreign firms. The main economic criticisms levelled at 
the agreements are that the contracts were not open to public tender and 
that the agreed costs of the work to be undertaken are too high. It is 
alleged that the terms of some agreements are far less advantageous to the 
country than the 50-50 profit division that is now conventional for oil con- 
cessions, even though in many cases the YPF 1s taking most of the risks. 
These agreements represent, in fact, the price Argentina has to pay for its 
economic nationalism. By forgoing the benefits of long-term investment 
in one of the few fields where ample foreign capital is available, the country 
will incur heavy short-term debts, the repayment of which must largely 
nullify for some years the advantages that it might otherwise have obtained 
from the development of its oil resources. 


Restoring the Balance 


To break the stagnation that has gripped the economy for the past two 
decades 2 vast recapitalization programme is required. ‘The basic problem 
is to restore the balance of the economy and increase agricultural production. 
The expansion of consumer goods industries in recent years has far out- 
stripped the growth of basic industries and problems that this has raised 
will take many years to remedy. The present trend of industrial develop- 
ment can only accentuate this structural imbalance and lead to even greater 
pressure on the balance of payments by increasing the economy’s require- 
ments of imported raw materials and equipment. ‘The expansion of the 
country’s basic industries, however, will require a radical redirection of 
investment, and also heavy purchases of foreign equipment at a time when 
the country is desperately short of foreign exchange. 

[n an exhaustive analysis of the Argentine economy published last 
August, the United Nations’ Economic Commission for Latin America 
recommended that the country’s capital assets should be increased by 
nearly 50 per cent in the next ten years. Of this increase, the Commission 
stated, some 27 per cent should be devoted to transport, 13 per cent to 
the basic industries and 7 per cent each to petroleum and energy supplies. 
The Commission foresaw the need for a total inflow of foreign capital of 
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$1,520 millions over the next ten years—a rate of foreign investment far 
higher than that achieved in the inter-war years though well below the 
rate ruling before the first world war. It seems extremely doubtful, 
however, whether an inflow of capital of this magnitude can now be con- 
sidered feasible in view of the present uncertainty about the country’s 
political future, the persistence of economic stagnation and the instability, 
both internally and externally, of the peso. Some years must elapse before 
confidence can be fully restored, and in the meantime Argentina’s balance 
of trade seems likely to deteriorate further. 

In the past three years, 1955-57, despite the severe restriction of imports, 
the deficit on Argentina’s balance of trade averaged some $250 millions 
per annum: the deficit in 1958 is believed to have exceeded $300 millions. 
Total exports in 1957 amounted to $970 millions, against $944 millions 
in 1956. ‘This small increase was achieved despite a deterioration of 6 per 
cent in Argentina’s terms of trade, making a total deterioration of 32 per 
cent since the years 1935-39. 

In addition to the deterioration in the terms of trade, which has con- 
tinued almost without interruption since the post-war peak year of 1948, 
the country’s balance of trade has been affected by the neglect of agri- 
cultural production. There has been some improvement from the low 
level of production prevailing a few years ago and virtually all cultivable 
land is now under crops, but output is still below the peak attained in earlier 
years. Moreover, the increase in the output of crop farming has taken 
place at the expense of stock farming. Cattle stocks, which reached 36.9 
million head in June, 1956, had been reduced to 33.4 million head by the 
end of 1957 as a result of increasing home consumption and larger exports. 
Sales of Argentine meat abroad totalled 574,000 tons in 1956 and 601,000 
tons in 1957, but began to decline in the latter part of 1958. By last June 
it had become evident that the cattle industry faced a major crisis: the 
reduction of cattle stocks and the continuing high level of internal con- 
sumption threatened to produce a sharp fall in the amount of meat available 
for export in the following years. Short of the introduction of rationing or 
the imposition of prohibitive retail prices, both politically impracticable, the 
foreign exchange earnings from meat exports, which amounted to some 
$250 millions in 1957, or one-quarter of the country’s total export proceeds, 
are likely to suffer a drastic decline this year. 

Argentina’s most urgent problem is that of strengthening its currency. 
In 1958 living costs rose by 45 per cent and the value of the peso was 
halved in the foreign exchange markets. It is scarcely surprising, therefore, 
that the International Monetary Fund is making its agreement to Argentina’s 
request to withdraw the remainder of its quota conditional upon the Argen- 
tine Government cutting its own expenditure and investment, increasing 
taxation, curbing the wage-price spiral, and making a substantial move 
towards the establishment of a unified system of exchange rates. Only by 
such vigorous measures against inflation can the long-term programme of 
rehabilitation, and in particular the rapid exploitation of domestic oil 
resources, be implemented. 
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Banks and Businessmen 
in the Courts 


LEGAL DECISIONS IN 1968 


By A SPECIAL CORRESPONDENT 


Hk great number of business disputes that reach the Courts for 

decision yield year by year a substantial crop of cases of sufficient 

interest from the legal point of view to merit inclusion in the law 

reports. ‘l’o review in a single article a year’s legal decisions of 
interest to bankers and to businessmen generally, as has been done here 
in the past two years, must necessarily entail the omission of very many, 
for lack of general interest, or because of the extremely technical nature of 
their facts, or because they may be considered as falling outside the terms 
of reference. ‘This year there is a more substantial omission: Re Chemists’ 
Federation Agreement [1958] 3 All ER 448, as the first decision of the 
Restrictive Practices Court, opens a new field of law in England, and will 
fall in due time to be discussed with later decisions of that Court. 

To begin, as in previous years, with banking cases, we need make only 
passing reference to the most publicized, if not the most useful, of them— 
Woods vy Martins Bank Ltd [1958] 3 All ER 166; this was the subject of 
an article in the November issue of The Banker. Of more interest to 
bankers was the decision in District Bank Ltd v Webb [1958] 1 All ER 126. 
Here the bank sought possession of property charged to it by a customer. 
The property had belonged to the customer’s brother and sister-in-law, 
W and Mrs W, who in 1952 had leased it for 21 years to W and his business 
partner. ‘The partnership was later dissolved and the brother and sister- 
in-law thereafter sold the property to the bank’s customer, the conveyance 
stating that they were “‘ seised in unencumbered fee simple in possession ”’ 
of the property. ‘The customer charged it to the bank in 1955; but his 
brother and sister-in-law remained in occupation. Danckwerts, J, held 
that the bank was not entitled to possession as against the brother and his 
wife: the lease of 1952 was still in force, and they were not estopped from 


relying upon it, as a lease was not an “ incumbrance”’ in these circum- 


stances, while “‘ in possession’ was to be read merely as contrasted with 


’ 


‘in reversion ”’. 


Of even more significance to banks generally was the 
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judge’s further comment that if the bank manager knew, as he probably 
did, that the property was not in fact in his customer’s possession when 
the charge was executed, he should have made enquiries into the circum- 
stances. 

An unusual but simple point arose in Barclays Bank Ltd v Schultz and 
Another (The Times, April 16, 1958). Here the bank sought to recover 
£4,600, of which it had been defrauded by the defendants, and the first 
defendant sought leave to defend the bank’s claim on the grounds that he 
had received to his own use only £200 of the sum claimed, and had collected 
the rest only as agent for his co-defendant. The Court of Appeal refused 
to entertain this argument, as the second defendant could not in law 
authorize an illegal action. 


Liability to Employees 


By way of a case primarily concerned with a shipping dispute we may 
turn to a branch of the law that is normally of little direct interest to bankers, 
burdensome though it can be in other commercial fields. Riverstone Meat 
Co Pty Ltd v Lancashire Shipping Co Ltd [1958] 3 All ER 261 was concerned 
with damage to goods by sea water that had entered the hold as a result 
of negligent work by a competent repairer employed by the shipowner; 
but the Court’s decision—that the shipowner was not liable for the unsea- 
worthiness of his ship so caused—has its bearing on the law of master and 
servant, and McNair, J, surveyed in his judgment some of the decisions 
on the liability of the employer to his workmen, including the Court of 
Appeal’s finding in Davie v New Merton Board Mills Ltd [1958] 1 All ER 67. 
There a workman was injured by a fragment of a drift that flew into his 
eye as he was using it to knock out a metal key; and the Court held, by a 
majority, that although the drift was defective as a result of negligence by 
the manufacturer, in view of the fact that both the manufacturer and the 
supplier from whom it was bought were reputable, the employer must be 
considered to have used reasonable care in its purchase. It is interesting 
to note that in a Scottish case later in the year, McElhinney v Pressed Steel 
Co Ltd [1958] SLT 35, a similar accident produced a different result; but 
here the employers could not name the manufacturers of the drift, and so 
could not rely upon having bought a “ reputable ”’ product. 

In the most common type of dispute about employer’s liability the issue 
is nearly always one of fact rather than law, and turns on whether the 
employer’s actions have been “ reasonable”’. Thus in Haynes v QOualcast 
(Wolverhampton) Ltd [1958] 1 All ER 441, the Court of Appeal held that 
it was not enough to supply protective clothing; action should have been 
taken to let every employee know that it was available and that it was 
desirable to use it. An odd companion to that case was Nolan v Dental 
Manufacturing Co Ltd [1958] 2 All ER 449, which turned on the provision 
of goggles for a grinding process, as laid down in the Factories Act, 1937. 
No such goggles were provided, but a claim under the Act failed, it being 
established that the workmen would not willingly have worn them even if 
they had been there. However, Paull, J, held that the employer was liable 
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at common law for not providing a safe system of working: the goggles 
should have been there, and orders should have been made and enforced 
for their proper use. 

A safe system of working was in question also in F/ynn v Bristol Aeroplane 
Co Ltd (The Times, June 18, 1958), where an employee was injured by 
being sucked into the jet intake of an aircraft. Again a claim under the 
Factories Act failed, Hilbery, J, holding that the relevant section covered 
manufacturing machinery, not machines generally; but here again the 
employer was held liable at common law, despite the fact that the em- 
ployee was an experienced man aware of the danger, for not taking ade- 
quate precautions against such an accident. But in Wilson v Tyneside 
Window Cleaning Co [1958] 2 All ER 265 the Court of Appeal rejected the 
claim of an experienced workman who said that his employers should have 
warned him expressly of the danger of supporting himself by holding on 
to handles of windows. In Baker v T. E. Hopkins S Son Ltd [1958] 3 All 
ER 147 the duty of the employer to his workmen was held by Barry, J, 
to entail liability to third parties who engage in rescue operations. A 
doctor was killed in an unsuccessful attempt to rescue a workman overcome 
by the fumes of a petrol engine in a well; the employer had instructed 
the workman not to go down into the well until he, the employer, arrived, 
but the judge held that this was not enough to absolve him from liability 
to the widows both of the workman and the doctor. 

Lister v Romford Ice and Cold Storage Co Ltd [1957] 1 All ER 125, a 
remarkable decision of the House of Lords commented upon in The Banker 
in February, 1957 (page 76), was distinguished by McNair, J, in Harvey v 
R. G. O’Dell Ltd [1958] 1 All ER 657: the employee who negligently causes 
injury to a fellow workman while driving a motor vehicle is not to be held 
liable to indemnify the employer if he was not engaged as a driver—this 
although the judge had already held that the vehicle was being driven in 
the course of the employment. Doubtless other valiant efforts will be 
made to distinguish the Lister decision; in the present case, unfortunately, 
the widow of the negligent workman did not escape liability, as McNair, J, 
felt himself bound to hold her husband’s estate liable under the Law 
Reform (Married Women and Tortfeasors) Act, 1935. 


Third-Party Liability 

The businessman, like the private citizen, owes a duty of care to others 
beside his employees: for example, his duty of care to “‘ invitees” is only 
a little less strict. Such an “invitee”? was the independent contractor 
who undertook the cleaning of offices in Green v Fibreglass Ltd [1958] 
2 All ER 521. She received an electric shock from defective wiring, but 
the defendant was held not to be liable, as he had employed reputable 
electrical contractors to wire the apparatus in question: the case is obviously 
parallel to the Riverstone Meat Co case discussed above. (In Wells v 
Cooper [1958] 2 All ER 527 the Court of Appeal held that a man who had 
‘done it himself’? as competently as an outside contractor could have 
done it was similarly free from liability for damage caused; but clearly the 
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test must be more severe in such a case, in that there can be no reliance 
on the “ repute’ of the workman.) In Walsh v Holst & Co Ltd [1958] 
3 All ER 33 the injury complained of was caused by a falling brick which 
hit a passer-by. The legal presumption “res ipsa loquitur’’ obviously 
applied, and there was no need to prove negligence, but the case was an 
interesting example of the fact that it is a presumption only, and in fact the 
defendants proved that all reasonable precautions had been taken, and so 
escaped liability. But in Macfarlane v Gwalter [1958] 1 All ER 181 a lady 
injured by stepping on a defective grating in the pavement succeeded in 
the Court of Appeal in her action against the owner of the adjoining property. 

Liability of this kind is usually unforeseen and cases like this may remind 
the businessman of the possible extent of his risk. In contract things are, 
or should be, different for there circumstances are, in theory at least, 
under the control of the persons who contract. But one or other party 
may wish to retreat, and there are a variety of circumstances in which he 
can properly doso. In Aores Manufacturing Co Ltd v Kolak Manufacturing 
Co Ltd [1958] 2 All ER 65, for instance, a reciprocal agreement not to 
engage ex-employees of the other company for five years after leaving the 
employ of the other company was held to be void, because the restraint 
imposed was excessive in the circumstances: particularly, no difference was 
made between workers with special knowledge and those with none, and 
no provision was made for ending the agreement when one business moved 
to another area. But the plaintiff failed in his attempt to rescind his con- 





VEREINSBANK IN HAMBURG 
Established 1856 








or, 
act ~ 
- 4 we - 
I a SRS 
~. - ._ m: ’ a - 
Ay - 
| . 
ve j + » 
ae ‘ “ 
SRT Sb oF en . — 
RASS ST Se ee P > > 
pe eer SS ey ~~ . 
hee, t — ~*2 . r + 
> 


Oost: "ot 
TUS SRS Reis ~ 
oy 


eee oe > ‘4:3 ; 
* A 4 ie “S me 
me — —44 1 SS . “00 - 
z 5 sat é, ‘ 
< a 7 Of: S... 4. <o a 
“Li e sae \a BP > HF 
‘s —_— 


SSS 
cS 


‘ 
| . : = 
AAS 
. . = SRN . 
Se 
ae 
ee ethdittaen BS ~~ 
" at) 7 






HEAD OFFICE: HAMBURG 11, ALTER WALL 20-30 
25 BRANCHES AND AGENCIES IN HAMBURG, CUXHAVEN, KIEL 





48 





58] 
ich 
sly 


30 
EL 





LET MGI 2 PL 





tract in Long v Lloyd [1958] 2 All ER 402, where a lorry advertised as 
being ‘in exceptional condition’ was in fact defective. ‘The Court of 
Appeal held that the plaintiff, by complaining of certain observed defects 
and accepting the defendant’s offer to pay half the cost of rectifying, them 
had “‘ accepted ”’ the vehicle and lost the right of rescission on the later dis- 
covery of further faults. ‘This is a narrower view of acceptance than most 
people would have expected. 


Company Law—and Taxation 


The year has seen a number of interesting cases in company law. The 
most important was certainly Scottish Co-operative Wholesale Society Ltd 
v Meyer [1958] 3 All ER 66, in which the House of Lords allowed an 
action under section 210 of the Companies Act, 1948. In 1946 Dr Meyer 
and Mr Lucas, who had considerable experience in the rayon trade, formed 
a private company in which the majority of the shares was held by the 
Society. ‘There were five directors, three appointed by the Society; the 
two minority shareholders were managing directors. ‘The business pros- 
pered, and in 1951 the Society sought to buy some of the minority holding 
at par, but did not pursue the attempt, setting out, in the words of Lord 
Simonds, “‘ by one means or another to destroy the company . . . which 
had ‘ served its purpose’. It could conveniently be liquidated ”’. Section 210 
provides that where the Court is satisfied that a company’s affairs have 
been ‘‘ conducted in a manner oppressive to some part of the members ”’ 
the Court may make any order it deems suitable; and in the present case 
the House of Lords ordered the purchase of the complainant’s shares at 
{3 15s a share. Before this case there had been some doubt as to the 
effectiveness of the section, and the decision is therefore a most welcome 
one. ‘The Court of Appeal has more recently granted an application under 
section 210, in Re Harmer (H.R.) (The Times, November 18, 1958) in which 
two sons, minority shareholders in a company of which their father, aged 88, 
was founder and chairman, successfully sought relief against “ oppression ””’. 

In Re El Sombrero Ltd [1958] 3 All ER 1 the circumstances were quite 
different. The majority shareholder held 900 shares, the two minority 
shareholders 50 each, and as the articles required two members to form a 
quorum at a general meeting it might have been thought that the two 
minority shareholders had defeated section 184 of the Act regarding the 
removal of directors. But Wynn Parry, J, held that under section 135 of 
the Act, whereby the Court can order a meeting to be held if it is “‘ imprac- 
ticable ’”’ to call a meeting normally, he could order a meeting here. 

Some other company cases can be treated more briefly. Two cases 
turning on nominee shareholdings were Re Castiglone’s Will Trusts [1958] 
1 All ER 480 and Lyle & Scott v Scott’s Trustees [1958] SLT 169. In the 
former, Danckwerts, J, held that although a company cannot hold its own 
shares, yet it was permissible for the company’s nominees to hold shares 
that had been left to it by will. The decision seems to offer obvious possi- 
bilities for later misuse. In the second case, the articles of a private com- 
pany prohibited the transfer of its shares without the prior offer of those 
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shares to other members. In a take-over bid a Mr Fraser made an offer 
for the shares, and it was sought to establish that so long as the shareholders 
remained on the register the fact that they were no longer the equitable 
owners of the shares, but the nominees of Mr Fraser, was immaterial. The 
Court of Session refused to accept this contention, and held void the con- 
tracts between Mr Fraser and the accepting shareholders. In another case 
of some public note, Holmes v Keyes [1958] 2 All ER 129, the Court of 
Appeal held that election of a director takes place on the day the result of 
the poll is handed to the company, not the day of the meeting at which 
the poll is taken. 

Company law leads naturally enough to a small selection of the vast 
number of tax cases. In Bullock v Unit Construction Co Ltd [1958] 3 All 
ER 186, for instance, Wynn-Parry, J, held, on a taxation question, that 
the place of residence of a company is the place where, according to its 
constitution, power and authority in the company are to be found, even if 
the facts do not correspond with the constitution. In London Investment 
and Mortgage Co Ltd v Worthington [1958] 2 All ER 230 the House of 
Lords held that value payments from the War Damage Commission received 
by a property company were taxable as trading receipts. And in Jennings 
v Kinder [1958] 3 All ER 285, a case of some interest to banks operating 
a similar scheme, it was held by the Court of Appeal that, where a company 
agreed to make good to employees any loss on realization of their houses 
sold because the company wished them to move, such payments were not 
profits of their employment taxable under Schedule E. 

On quite a different level, Wright v Boyce [1958] 2 All ER 703 is of wide 
interest. Here a huntsman received cash presents at Christmas from 
members of the hunt and the Court of Appeal held that his presents, which 
were quite voluntary, arose from his employment and were taxable under 
Schedule E. The implications of this decision are obviously far reaching. 
So, too, are those of the case of Peter Cheyney’s royalties: in Carson v 
Cheyney's Executor (The Times, November 26, 1958) the House of Lords 
held that royalties received after death resulting from contracts made before 
death were exempt from income tax. 

Last year’s article ended with the decision in National Bank of Greece 
and Athens SA v Metliss [1957] 3 All ER 608 in which the House of Lords 
approved the plaintiff’s argument that the bank was liable, as ‘‘ universal 
successor ”’ to the former National Bank of Greece, on that bank’s guarantee 
of certain bonds, notwithstanding a moratorium imposed by the Greek 
Government. A curious sequel came in Adams v National Bank of Greece 
and Athens SA [1958] 2 All ER 3, in which the plaintiff was suing on 
similar facts to those in the earlier case. A few days after the first Metliss 
decision the Greek Government had passed a retrospective law excluding 
liability on the guarantee of the bonds from the “ universal successordom ”’ 
of the bank. Diplock, J, held that the law was ineffective: “‘ the substance 
of the law is not changed because it purports to say untruthfully that the 
fictitious person never had any liability’. Again the “ rational justice ”’ of 
the Metliss decision has been implemented. 
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AMERICAN REVIEW 








MOOD of restrained optimism 

was apparent in American in- 

dustry at the turn of the year— 
a mood that was in striking contrast to 
the fears prevailing a year earlier, when 
the monetary authorities were making 
their first major moves to counter the 
recession that was then developing. 

Although the rebound in industrial 
production, from the low point of last 
April, slowed down in the closing 
months of 1958, most observers in the 
United States now hold that the re- 
covery has sufficient momentum to 
sustain itself in the months ahead. 
Typical, perhaps, of this view is the 
forecast made by economists of the 
Prudential Insurance Company of 
America (whose reputation for studies 
of this sort is good). They predicted 
that “ all major segments of the national 
economy will be moving upward ”’ 
during 1959 and that the gross national 
product will rise to $475,000 millions 
from the level of about $437,000 mil- 
lions that it is believed to have reached 
in 1958. 

Such evidence as is available at the 
moment certainly points to the con- 
tinuance of recovery. The latest surveys 
of business spending on plant and 
equipment, for example, indicate a 
modest rise during the coming year, 
despite the “excess’’ of productive 
capacity in many industries. It is also 
thought that the dispelling of fears of 
deflation will bring about some re- 
building of stocks in the months ahead. 
This process, however, may well be 
erratic, since some key industries, in- 
cluding steel, face renewals of their 
labour contracts this year, and antici- 
pation of wages increases, to be followed 
by price increases, may lead to the 
laying in of stocks in the months before 





the contracts are renewed and to some 
liquidation in the following months. 
The business setback has not per- 
ceptibly dampened the ardour of the 
unions for wage concessions and shorter 
working hours. 


New Construction Peak 


The prospective level of new con- 
struction, on the Government’s own 
projections, also gives ground for sober 
confidence. Last year’s total of almost 
$49,000 millions (a peak level) is ex- 
pected to be exceeded by more than $3 
millions in 1959, though some of this 
prospective increase undoubtedly re- 
flects higher prices, and some of it the 
continuance of Federal financing on 
fairly generous terms. President Eisen- 
hower has indicated that the level of 
Government spending in the financial 
year beginning July 1 will be lower 
than in the current year, but, with the 
volume of State and local expenditures 
steadily rising, the outlays of the public 
sector as a whole on goods and services. 
may well be higher, rather than lower, 
in 1959-60. The biggest question mark 
hanging over the economy is how con- 
sumer spending (especially on motor 
cars and other durable goods) will 
develop this year. It is almost certain 
that the much better sentiment now 
prevailing will lead to a further expan- 
sion of consumer credit, the total of 
which suffered a minor setback last 
year, and this should in particular help 
sales of consumer durable goods. 

Meanwhile, the ‘Treasury’s $12,000 
million refunding operation in_ late 
November surprised the bond market 
a little by including a 33 per cent note 
maturing in May, 1961, and priced 
slightly below par. ‘This note raised 
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further the proportion of marketable 
securities now outstanding (excluding 
the shortest dates) with maturity dates 
in February, May, August and Novem- 
ber. The move was described officially 
as part of a programme designed to 
“achieve a more orderly scheduling of 
short-term maturities’’. A new series 
of twenty-six-week bills was also intro- 
duced to supplement the regular thir- 
teen-week series. The plan appears to 
be to issue less short-term certificates, 
secure a sharper division between short- 
term and longer-term marketable debt 
and achieve a greater flexibility in 





““ routine ’’ market operations. In this 
way it looks ahead to future funding 
measures. Immediately, however, its 
effect will be to accentuate the upward 
pressure on the shortest rates. 

It was announced last month that 
the Guaranty Trust Company of New 
York and J. P. Morgan & Co are 
planning to amalgamate. The new 
bank, to be known as the Morgan 
Guaranty Trust Co of New York, 
would have resources totalling approxi- 
mately $4,000 millions and would be 
the fourth largest bank in the United 
States. 


adjusted. 
or estimated. Yearly figures are given for 
private 
1955-57 and then quarterly figures at annual 
rates, 
averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 


American Economic Indicators 


1955 


Production and Business: 


*Industrial production (1947-49=100) 139 


*Gross private investment (billion $).. 60.6 
*New plant and equipment _— $) 28.7 
*Construction (billion $) ; 44.6 
Housing starts (000 units) 110.7 
*Business sales (billion $) 52.3 
*Business stocks (billion $) 81.7 
Merchandise exports (million $) 1,296 
Merchandise imports (million $) .. 949 
Employment and Wages: 
*Non-farm employment (million) .. 50.1 
Unemployment (000s) ,904 


Unemployment as % labour force i" 4.4 


Hourly earnings (mfg) ($) 1.88 
Weekly earnings (mfg) ($) 76.52 
Prices: 
Moody commodity (1931 =100) _ Pe 
Farm products (1947-49 =100) 89.6 
Industrial (1947-49=100) .. 117.0 
Consumers’ index (1947-49 - =100) . 114.5 
Credit and Finance: 
Bank loans (billion $) 82.6 
Bank investments (billion $) 78.3 
Bank loans (partial) (billion $) 26.7 
Consumer credit (billion $) . 38.7 


Treasury bill rate (°%) Ba .« eae 
US Govt Bonds rate (%) 2.84 
Money supply (billion $) .. 221.0 
Federal cash budget (+ or —) (mill $) 
Nortes.—Starred items are seasonally 
Latest figures are preliminary 


investment and equipment for 


Construction figures show monthly 





1957 1958 

1956 1957 —— 
Dec Sept Oct Nov 
143 143 «135° «137°=«138~—Ss«141 
69 64635937 — — 
35.1 37.0 36.2 296 — 30.5 
46.1 47.3 48.6 49.4 S14 52.2 
93.2 86.8 63.4 118.0 111.0 1020 
548 56.3 54.5 548 55.7 — 
89.1 90.7 90.7 85.0 848 — 
1,591 1,734 1,639 1,362 1,599 — 
17051 1,082 1141 1.074 *— 
51.9 52.5 52.0 50.8 50.6 50.8 
2,822 2,936 3,374 4,111 3,805 3,833 
42 43°50 60 55 56 
1.98 2.07 210 214 214 2.17 
79.99 82.39 82.74 85.39 84.96 86.5: 
442 442 
pe 382 } 391 393 392 395 
88.4 90.9 92.6 93.1 92.3 92.1 
112.2 125.6 126.1 126.2 126.4 1268 
116.2 120.2 121.6 123.7 123.7 — 
90.3 94.3 943 94.2 949 — 
748 75.6 75.6 852 86.5 — 
31.3 32.2 32.2 30.2 303 30.6 
420 448 448 431 432 — 
2.66 3.27 3.10 2.48 2.79 2.76 
3.08 3.47 3.30 3.75 3.76 3.70 
226.4 232.3 232.3 238.3 2405 — 


are cash totals. 


-740 +5,524 +1,194 -4,435 —5,516 


~_-- 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, 
month levels. Weekly bank loans are derived 
from partial returns only. 


and end- 


Budget figures 


Quarterly figures are 


throughout shown in the middle month of 
the quarter. 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. In London an effective 
credit information service and skilled assistance and advice are available to 
merchants and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 
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AUSTRALIA 


Government Re-elected — The 
Menzies Government was returned to 
office for its fifth successive term at the 
recent General Election. ‘The way now 
seems clear for the passage of legislation 
to complete the separation of the central 
bank and commercial banking functions 
of the Commonwealth Bank. 


Import Licences—The Trade Minister, 
Mr John McEwen, has announced that 
there will be no change in the import 
licensing ceiling of {A800 millions in 
the four months ending March 31, 1959. 
He revealed, however, that administra- 
tive changes would be made to en- 
courage importers to obtain essential 
capital goods and raw materials from 
the cheapest markets even if this in- 
volved additional dollar outlays. A 
group of products essential to the 
economy but not obtainable in sufficient 
quantities from domestic production is 
to be exempted from import control. 


Bank Chairman’s Warning— Mr H. D. 
Giddy, chairman of the National Bank 
of Australasia, has warned that the 
country’s ability to import at the present 
rate of £ A800 millions per annum might 
be in jeopardy in the trade year beginning 
July, 1959. Even after allowing for a 
substantial inflow of capital, this could 
mean an overall deficit of approximately 
{A120 millions per annum. 


AUSTRIA 


International Loan—An issue of $25 
millions has been floated in New York 
to finance investment projects within 
the country. By prior arrangement, $10 
millions was taken up by German banks, 
$10 millions by US banks and the re- 
maining $5 millions by British banks. 


The loan, which carries interest at 
53} per cent, was issued at a price of 
96 per $100 nominal. It is redeemable 
in fifteen years in dollars, sterling, D- 
marks or Austrian schillings at the 
option of bondholders. 

Institute’s Diagnosis—The Austrian 
Institute for Economic Research has 
described how the country’s exports 
have been affected by the slackening of 
world economic activity. For the first 
time since the war the value of Austria’s 
exports in 1958 is likely to be lower than 
in the preceding year, though this contrac- 
tion has not been reflected in any de- 
terioration in the balance of payments or 
in any marked growth of unemployment. 





F. WILLIAM NICKS 


Prestdent and chief executive officer, 
The Bank of Nova Scotia 











BELGIUM 


OEEC Recommendations—A report 
prepared by the OEEC recommends 
positive steps to stimulate economic 
activity. It argues that the strength of 
the reserves and the absence of infla- 
tionary pressures should enable Belgium 
to be among the first member countries 
of OEEC to resume expansionist policies. 
The survey, which covers the eighteen 
months to mid-1958, points out that 
industrial production has fallen more 
sharply in Belgium and Luxembourg 
than in any other industrial member 
nation. 

Expansionary Measures—The new 
Prime Minister, M. Eyskens, speaking 
at the opening of the new Parliamentary 
session, declared the Government’s in- 
tention to launch a big programme of 
public works to counter the growth of 
unemployment. 


BRAZIL 


Moves Against Inflation — President 
Kubitschek has introduced interim meas- 
ures to curb the steep rise in living costs 
pending the decision of Congress to 
give him powers to put a currency 


stabilization programme into effect. The 
measures include a cancellation of new 
public works, a tightening of credit 
restrictions to discourage the hoarding 
of food products and the freezing of 
prices of essential foods and _ public 
services. 


CEYLON 


Favourable Trade Balance—There 
has been a fairly marked improvement 
in the country’s overseas trade recently. 
The publication of the October trade 
figures shows that in the first ten months 
of 1958 there was a surplus of Rs 25 
millions compared with a deficit of 
Rs 65 millions in the comparable period 
of 1957. 


FORMOSA 


New Exchange Rate—The Chinese 
Nationalist Government has decided in 
favour of replacing the multiple exchange 
rate system by a new single rate giving 
the US dollar a value of 36.08 Taiwan 
dollars. 


FRANCE 


Election Result—The General Election 
held at the end of November resulted in 

















Telegraphic Address: 
“ BANKOKBANK.” 


Cedes Used: 
Peterson Code 3rd Ed. 
Private Codes 


London Office : 





BANGKOK BANK LTD. 


(INCORPORATED IN THAILAND ) 


Head Office: BANGKOK, THAILAND 


The Leading Exchange 
Bank of Thailand 


Resources over £10,000,000 


OVERSEAS BRANCHES: 


LONDON 
HONG KONG 


CORRESPONDENTS IN ALL PARTS OF THE WORLD 


59/67 GRESHAM STREET, E.C.2 
Telephone: MONarch 0182/3/4 


TOKYO 
SINGAPORE 
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a sweeping victory for the Gaullist and 
Conservative parties. M. Soustelle, 
leader of the Gaullist party, announced 
subsequently that he stood for “a 
rational policy of economic expansion 


and social progress ”’. 


Reserves Fall—After increasing for 
five successive months the gold and 
foreign exchange reserves fell by $18 
millions in November. ‘The setback 
was the result of a deficit of $47 millions 
with EPU. The Finance Miuinistry 
attributed this to the tendency of French 
banks and exporters to repatriate foreign 


exchange balances during the pre- 
election period. 
HP Payments Reduced—A recent 


meeting of the National Credit Council 
presided over by M. Baumgartner, 
governor of the Bank of France, has 
decided in favour of further relaxations 
in the credit squeeze. ‘These will mainly 
take the form of a lowering of minimum 
down-payments payable in respect of 
hire-purchase transactions. 


GERMANY 


Rising Industrial Activity—Figures 
published by the Ministry of Economic 
Affairs suggest that the tempo of busi- 
ness activity is picking up again. ‘The 
index of industrial production rose by 
4.3 per cent between September and 
October, a movement in excess of the 
usual seasonal increase. 


World Bank Borrowing—The Inter- 
national Bank for Reconstruction and 
Development has arranged to borrow 
$58 millions from the Deutsche Bundes- 
bank. Of this sum $25 millions will 
replace a previous loan by the Bundes- 
bank maturing on January 16, 1959. 
This transaction will bring net borrow- 
ing by the World Bank from the 
Bundesbank to the equivalent of $348 


millions. 


UK Trade Drive—The British Am- 
bassador has launched a new “ Buy 
British’ drive. This is taking three 
main forms—a visit to the UK at the 
invitation of the British Government 


and the Federation of British Industry 
of a West German retail trade mission, 
an advertising campaign in the leading 
West German newspapers and personal 
letters from the Economic Minister at 
the UK Embassy in Bonn to 300 British 


companies. 





GUINEA 


Alliance with Ghana—Guinea and 
Ghana have announced that they intend 
to collaborate in establishing the nucleus 
of a West African Federation. As a 
first step the two countries are to work 
towards integration of their economies. 


INDIA 


Lower Taxes Plea—The Associated 
Chambers of Commerce have called for 
a reappraisal of taxation policies as a 
step towards encouraging foreign invest- 
ment and achieving a more permanent 
and stable balance in the country’s 
international trade. 


IRISH REPUBLIC 


Bank Rate Cut—Following the easing 
of short-term rates in the UK, Bank 
rate has been reduced by a further 
+ per cent to 4} per cent. This latest 
adjustment leaves the Irish rate slightly 
above that of the Bank of England for 
the first time for more than a year. 


Tax Reform Advocated—The third 
annual report of the Capital Investment 
Committee recommends that the ‘l'axa- 
tion Commission should examine the 
possibility of encouraging private enter- 
prise and investment by changes in 
taxation. ‘The report also advocates a 
reappraisal of all State loans, grants, 
subsidies, etc, with a view to assisting 
productive private enterprise. 


ITALY 


Electronic Innovation—aAn electronic 
computer built by the International 
Business Machine Company of America, 
claimed to be the first to be installed 
by a European bank, has started work 
for the Banco di Roma, one of the three 
major Italian banks. Data from the 
bank’s 200 branch offices will be fed 
into the computer which will provide 
schedules and reports at a high speed. 


MALAYA 


Banking Legislation— The Federal 
Legislative Council has approved amend- 
ments to the new Banking Bill that will 
give the Government power to close 
down, on three months’ notice, banks 
operating in Malaya that are under the 
effective control of foreign governments. 
The only bank that will be affected 
immediately is the Bank of China, an 
agency of the Chinese Government in 














BANK OF WEST AFRICA LIMITED 


ESTABLISHED 1894 
Sylvester Gates, C.B.E., Chairman 


AUTHORISED CAPITAL 24,000,000 
ISSUED AND FULLY PAID CAPITAL £2,500,000 - RESERVE FUND £2,500,000 


Bankers to the Governments of NIGERIA - GHANA - SIERRA LEONE . GAMBIA 


Head Office: 37 Gracechurch Street, London, E.C.3 
John C. Read, General Manager 
LIVERPOOL «» MANCHESTER - HAMBURG 


Branches throughout NIGERIA, GHANA, SIERRA LEONE, GAMBIA, and at DUALA (Cameroons), TANGLEK (Morocco) 
Agents in New York: THE STANDARD BANK OF SOUTH AFRICA LIMITED 


Every description of Banking Business undertaken. The Bank provides exceptional facilities for financing trade with West Africa 
Principol Stockholders » Lioyd's Bonk Ltd. Netional Provincial Bank Ltd., The Stenderd Bank af South Africo Ltd.. Weeteninstes Bonk Lid 
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A visit to our cellars and offices will should be able to meet very varied 
interest you. They are the same as tastes. Over a century’s experience has 
they were 100 years ago. You will step given us a close knowledge that can be 
back into the last century when we were valuable to you. 

already helping City businessmen to Two minutes from Aldgate Under- 
choose the wines, spirits and liqueurs ground will bring you to our door. If 
for business entertainment. you cannot come, we can send a 
It is sO important in that particular knowledgeable expert to your own | 
phase of hospitality that your company offices. 


Telephone : Royal 1096 


W. COATES & CO. 


Cellars, Offices and Warehouses 


24/25 Whitechapel High Street, London, E.1 


(2 minutes from Aldgate Underground) 
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Peking. It has branches at Kuala 
Lumpur and Penang. Sir Henry Lee, 
the Finance Minister, has emphasized 
that the Government’s decision to ask 
for this power was not aimed against 
any particular country. ‘The measure 
was intended to protect the Federation 
from undue foreign influence upon 
finance and trade. 

A second clause in the new law stipu- 
lates that banks operating in the Federa- 
tion must have an issued capital of at 
least $M2 millions and that those banks 
with headquarters in foreign countries 
must either have liquid assets within 
the country of $M2 millions or an issued 
capital of $M5 millions. Banks will be 
allowed a considerable period of time 
to comply with these requirements. 
Anxieties—The Govern- 
ment’s decision to close the Bank of 
China’s branches within the country 
has given rise to some uneasiness in 
business circles since it is feared that it 
will lead to reprisals by the Chinese 
Government that will further obstruct 
the flow of trade between the two 
countries. ‘This anxiety is thought to 
be partly responsible for the reversal of 
the recent steady rise in the value of the 
Malayan dollar. 


Company Tax Increase— Budget state- 
ments issued in Malaya and Singapore 
at the beginning of December show that 
in both countries company tax is being 
raised from 30 to 40 per cent with effect 
from the beginning of 1959. The new 
rate also applies to non-resident concerns. 
Singapore is increasing personal income 
tax throughout the scale, but no changes 
are being made in this field in Malaya. 
Singapore is raising tobacco duties, while 
Malaya is stepping up the petrol duty. 


NEW ZEALAND 


Imports Reduced— Measures taken by 
the Government at the beginning of 
1958 to stem the growth of imports 
have begun to take effect. The total of 
private imports over the first ten months 
of the year at £205 millions show a fall 
of £16 millions when compared with 
the figure for the corresponding period 


of 1957. 


Exporters’ 


NETHERLANDS 


Productive Investment Urged — An 
OEEC report on economic conditions 
in the Netherlands covering the eighteen 
months to the middle of 1958 suggests 
that, if a rate of economic growth ade- 





quate to support an expanding popula- 
tion is to be ensured, the next phase of 
the country’s expansion should stem 
from a rise in productive investment and 
a further growth of exports. It points 
out that the deflationary measures taken 
in 1957 were effective in halting the 
decline in reserves and damping down 
internal demand. 


NORWAY 


Payments Deficit— ‘The country 
showed a deficit of Kr 900 millions in 
its balance of current payments in the 
first nine months of 1958, as compared 
with a surplus of Kr 96 millions during 
the corresponding period of 1957. ‘The 
deterioration was caused mainly by a 
fall of Kr575 millions in the freight 
earnings of Norwegian ships and an 
increase of some Kr 720 millions in 
expenditure on the purchase of foreign 
ships. Overseas borrowings more than 
covered the deficit. 


PAKISTAN 


UK Loan— Virtual agreement has been 
reached on the £10 million loan to 
Pakistan, using the procedure for chan- 
nelling funds for development through 
the UK Export Credits (Guarantee 
Department. The advance will be made 
on the terms announced at the Com- 
monwealth economic conference last 
September—that is, } per cent above 
the rate at which the British Govern- 
ment can itself borrow for a comparable 
period. 

Price Revision—The Government has 
amended the martial law price regula- 
tions to allow manufacturers a maximum 
profit of 20 per cent instead of 6% per 
cent, the previous limit. 


SOUTH AFRICA 


Further Borrowing Abroad — ‘lhe 
Government has raised two more foreign 
loans. One is a $25 millions World 
Bank advance for purchasing railway 
equipment, repayable within ten years 
and carrying an interest charge of 5} per 
cent. The other, also for $25 millions, 
is in the form of an issue on the New 
York market of bonds with a currency 
of from three to ten years bearing 








interest at between 5 and 5} per cent. 


SUDAN 


New Cabinet—General Abboud, com- 
mander-in-chief of the army, who led 








the revolt that overthrew the Parlia- 
mentary Government at the end of 
November, has set up a Supreme Coun- 
cil of the Armed Forces with a Cabinet 
of seven military men and five civilians. 
No major changes in economic policy 
are at present intended. 


SWITZERLAND 


Duty Changes—Following tariff nego- 
tiations between the Government and a 
number of GAT’I’ members—prior to 
the country’s provisional accession to 
the GATT on November 22— it is pro- 
posed to introduce a new customs tariff 
that will involve bindings and reductions 
of the proposed new rates of duty. 
UK exports which will benefit include 
woollens, machine tools, whisky and 
some motor vehicles. In return the 
UK has agreed to bind the duties at 
current rates on a number of products 
and in addition has agreed to make 
reductions in the duty on certain items 
of interest to Switzerland, such as sur- 
veying instruments and_ gear-cutting 


hobs. 


EPU Membership—The Government 
has decided against availing itself for 
the time being of the clause in the 
European Payments Union prolongation 
agreement concluded in June entitling 
it to withdraw from the Union at the 
end of December. It will, however, 
continue to reserve the right to leave 
EPU if a satisfactory free trade area 
plan cannot be devised. 


TURKEY 


Credit from OQEEC—Details have been 
revealed of the scheme agreed in July 
under which Turkey is to be granted a 
loan of $98 millions by other EPU 
countries. Western Germany will pro- 
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vide $50 millions of the total and the 
United Kingdom $10 millions. $13 
millions will come in the form of small 
contributions by other EPU countries 
and a further $25 millions by placing 
at Turkey’s disposal a special EPU 
credit line. Half of the total loan is 
being made available immediately and 
the remainder at unspecified dates later. 
A condition of the advance is_ that 
Turkish measures for promoting eco- 
nomic recovery will be subject to 


scrutiny by the OEEC. 


The $98 millions EPU credit is part 
of a package deal providing for US aid 
of $234 millions, an IMF credit of $25 
millions and an undertaking by Turkey 
to establish her economy on a sound 
footing and discuss the repayment of 
outstanding international debts on a 
multilateral basis. This last provision 
is being discussed at an international 
conference being held in Paris under 
OEEC supervision. 


UNITED ARAB REPUBLIC 


Five-Year Plan—vThe Republic is to 
launch a five-year plan in 1959 involving 
total outlays of {E250 millions aimed 
mainly at further  industrialization. 
Foreign capital now available for help- 
ing to finance the plan is said to include 
400 million roubles from USSR for 
financing the first stage of the Aswan 
Dam, £E44 millions from Western 
Germany, £E7$ millions from Eastern 
Germany and {E11 millions from Japan. 
Development of the oil industry is to be 
given added priority. 


USSR 
Gold Sales—Following the practice of 
the previous four or five years, the 
Soviet authorities made substantial sales 
.. Pak. Rs. 6,00,00,000 


thorised Capital 
Issued and Subscribed... Pak. Rs. 6,00,00,000 
Paid-up 7 .. Pak. Rs. 1,50,00,000 
Reserve Fund (31.12.57) Pak. Rs. 1,10,00,000 
Deposits (31.12.57) Pak. Rs. 58,04,00,000 


With 99 branches and sub-branches throughout 
Pakistan and foreign branches at Calcutta 
(India), D’ Jeddah (Saudi Arabia) and Baghdad 
(Iraq) the Bank is well equipped to transact 
Banking business of every description for 
those at present trading or intending to trade 


wit 


h these countries. 


Your inquiries will be welcomed by the London 
Manager at 
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Eastcheap, London, E.C.3 
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of gold on the international bullion 
markets during the last two months of 
1958, mainly in exchange for transfer- 
able sterling. 


VENEZUELA 


New President—The general election 
held in the middle of December resulted 
in the return of the Democratic Action 


Party under Dr Romulo Betancourt. 

Soon after its election the new govern- 
ment decreed a general income tax in- 
crease of 10 percent, thus altering the 
standing agreement with foreign oil com- 
panies by which profits were shared on 
a 50-50 basis. ‘The change is in line 
with Dr Betancourt’s long expressed aim 
of obtaining for the government a larger 
share of the oil companies’ profits. 





CORRESPONDENCE 


‘*’Towards a Banking Democracy ” 


From A. D. CHESTERFIELD 
Chief General Manager, Westminster Bank 


Sir,—Sir Oscar Hobson’s § article, 
‘Towards a Banking Democracy ’”’, in 
the November issue of The Banker was 
doubtless intended to provoke discussion, 
especially his comments on the need in 
this country for a giro system to supple- 
ment or replace our existing cheque 
system. He was perfectly right in his 
guess that bankers here have been think- 
ing about this question; indeed, for a 
long time past that has been the case. 
They have examined the workings of 
most of the continental arrangements 
for transferring money and their rele- 
vance to British needs. This examination 
is continuing and no firm conclusion 
has, so far as I am aware, been reached 
by the banks; but what has been learned 
so far would not lead them to regard a 
proposal for the introduction of a giro 
system into this country as imperative. 
They realize, however, that a final de- 
cision may not necessarily rest with 
them. 

Giro systems as they operate in most 
of the countries of Western Europe and 
in Japan are efficient and they provide a 
quick, cheap and convenient service to 
the users. Almost without exception giro 
Systems are post-office operated; and 
thus they offer the user a spread of 
offices that no bank or group of bankers 
could hope to rival, and by using pillar 





boxes and postmen for the receipt and 
delivery of payments they provide a 
service with which banks cannot com- 
pete. Some of the giros are reported 
to make handsome profits for their 
governments; but their integration with 
the postal services makes a true costing 
of their operations virtually impossible 
and leaves the observer with more than 
a suspicion of hidden subsidies. 

Part of the profits arise from the fact 
that, in the countries which operate 
them, giros tend to be very largely 
“closed circuits’? in the sense that a 
high proportion of the funds handled 
never leave the system at all, either in 
the form of cash or by transfer to the 
banking system. A giro so situated can 
usually work on very different standards 
of liquidity from those that commercial 
banks must observe. But for any giro 
that had to operate alongside and pre- 
sumably in harness with an already well- 
established cheque system comparable 
to our own or to that of the United 
States, liquidity considerations would 
probably prove to be as important as 
they now are to the commercial banks. 

Investigation of the various giro 
systems shows that when they were 
established none of the countries con- 
cerned had machinery for the clearing 
of cheques as highly developed and 








efficient as that operating in this country, 
nor was the banking habit nearly so 
widespread. Had it been otherwise 
most of the present giros might never 
have seen the light of day. The use of 
cheques has continued to grow in this 
country and the case for establishing a 
giro here is correspondingly diminished. 
In the US and Canada, where cheques 
are used even more extensively than in 
Britain, the need for a giro system has 
never been felt. How many people 
experience the slightest difficulty in 
making a purchase and paying for it by 
cheque ? 

It is indeed primarily because the 
financial structure, traditions and needs 
in this country are so different from 
those in countries that employ a giro 
system that some of the banks here may 
believe it would be a mistake to intro- 
duce one simply because it Is in existence 
elsewhere. ‘Traditionally, current ac- 
count holders in this country have 
access to the manifold financial and other 
services provided by the banks. More- 
over, the service they are accustomed 
to is still largely as personal as that 
given by the old private bankers whose 
places the present joint stock banks have 
inherited. ‘There is little evidence so 
far that the bankers’ customers would 
have it otherwise. 


Utility Banking 


It is true that one bank is experi- 
menting with a utility service, and others 
may follow; but neither that bank nor 
any other can yet say how great the 
demand for accounts of this kind will be, 
nor how often people, who thought that 
that was all they wanted, will find that, 
for example, the availability of an occa- 
sional small overdraft is, after all, a 
convenience worth paying for. 

All the banks are keen to extend the 
banking habit to new sections of the 
public and particularly to the rising class 
of highly-paid artisans. But it will not 
be a quick or easy business to attract 
large numbers of these people into the 
banks. In the meantime, for those who 


still prefer to make the bulk of their 
payments in cash, and have only an 
occasional sum to remit by other means, 
the GPO, by postal orders, money orders 








or through the POSB, provides an ade- 
quate service. ‘Those who have a few 
more remittances to make but who feel 
no need of a current account may make 
use of the Trustee Savings Banks. 

The commercial banks already operate 
a kind of credit clearing which has many 
of the features of a giro system. Indeed, 
from the point of view of customers 
making regular payments there is little 
to choose between the two. It is through 
this credit-clearing system that many 
dividend and interest payments, as well 
as standing order payments—subscrip- 
tions to clubs, insurance premiums, 
school fees, etc—are made. ‘This credit 
clearing is also used by many firms for 
the payment of salaries. Indeed, it is a 
simple matter for anyone who has a 
number of payments to make, provided 
he knows the bank and branch at which 
the relative payees keep their accounts, 
to give his banker a list of them, with a 
single cheque to cover the total amount. 
These ‘‘ trader credits ’’—as they are 
called—are already widely used, though 
as yet their volume is small in relation 
to the enormous number of payments 
made by cheque. ‘There is no reason 
why this means of payment should not 
be expanded if the demand for it 
increases. 

This short note does not, and is not 
intended to, answer all Sir Oscar’s 
points. A giro system could be operated 
in this country either by the banks alone 
or by the banks in co-operation with the 
GPO, and it would be useful to those 
people who want nothing more than an 
easy way of transferring money. Whether 
it would bring in sufficient interest-free 
deposits to make it a profitable under- 
taking is open to question. ‘The cheque 
system, supplemented where necessary 
by the credit clearing, appears to suit 
British conditions best. Bankers there- 
fore may well feel that ways of improving 
and extending the use of the cheque and 
traders’ credits systems are their most 
appropriate lines of investigation, and 
that their customers will be best served 
thereby.—Yours faithfully, 

A. D. CHESTERFIELD, 
Westminster Bank Ltd, 
41 Lothbury, EC2. 
December 16, 1958. 
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Bankers’ Clearing House—Mr C. C. 
Hobday, formerly of Westminster Bank, to 
be joint chief inspector. 

Barclays Bank — London—Aldermanbury: 
Mr A. Barnett, from Fenchurch St, to be 
manager; Battersea: Mr S. A. Gee to be 
manager on retirement of Mr C. T. Hendry; 
Cavendish Sq: Mr F. M. Cattell to be 
manager; Cheapside: Mr C. H. R. Coltman, 
from Old Broad St, to be manager on 
retirement of Mr H. A. W. ‘Thomson; 
Norbury and Pollards Hill Branches: Mr 
J. H. S. Hudson, from Kennington, to be 
manager on retirement of Mr I. James; 
Old Broad St: Mr C. C. Waggett, from 
Goodmayes, to be manager; Piccadilly 
Circus: Mr J. H. Cousens, from 208 Regent 
St, to be manager on retirement of Mr C. F. 
Pennell; 208 Regent St: Mr R. G. Pattison, 
from Cavendish Sq, to be manager. Brack- 
nell: Mr C. Wilkinson, from Guildford, to 
be manager on retirement of Mr E. G. 
Sargeant. Chatteris: Mr R. L. Lukies, 
from Saffron Walden, to be manager. 
Henley-in-Arden: Mr E. J. Perkin, from 
Pershore, to be manager. 

British Linen Bank—dAirdrie: Mr D. 
Thomson, from Sandyford, Glasgow, to be 
manager on retirement of Mr T. D. Watt. 
Glasgow, Sandyford: Mr R. L. Paterson, 
from Buchanan St, Glasgow, to be manager. 
Clydesdale & North of Scotland Bank— 
Dufftown: Mr D. L. Cruickshank, from 
Glenlivet, to be manager in succession to 
the late Mr G. Robertson. Dyce: Mr A. W. 
Spence, from Montrose, to be manager in 
succession to Mr A. Smith. Glenlivet: Mr 
N. W. McKay, from Peterhead, to be 
manager in succession to Mr D. L. Cruick- 
shank. 

District Bank—London—Streatham: Mr 
QO. S. G. Roberts to be manager. Ashton- 
under-Lyne: Mr E. H. Leech, from Watford, 
to be manager. Bacup: Mr H. Barnes to be 
manager. Burnley: Mr H. Ashworth, from 
Bacup, to be manager. Hoylake: Mr N. W. 
Jenkins to be manager. Manchester and 
Salford, Chorlton-cum-Hardy: Mr D. H. 
Crittenden, from Streatham, to be manager. 
Lloyds Bank—Mr G. M. Warry, an assis- 
tant general manager, has been appointed a 
joint general manager on retirement of Mr 
F. O. Faull. Head Office—Advance Dept: 
Mr M. J. Raynes, from Rochester, to be a 
controller; Chief Accountant’s Dept: Mr 
M. W. Crook to be chief cashier on retire- 
ment of Mr F. G. Coles; Overseas Dept: 
Mr A. G. Coombes to be principal, Foreign 
Intelligence Section, on retirement of Mr 
A. J. Guilain. London—Cannon St (new 
branch): Mr C. M. Hall, from City Office, 
to be manager; Hendon: Mr T. K. Parkin, 
from Croydon, to be manager on retirement 





APPOINTMENTS AND RETIREMENTS 





of Mr R. J. George. Barnet: Mr M. E. 
Jones, from Highgate Village, to be manager. 
Birmingham, Halesowen: Mr G. E. Johnson, 
from New St, Birmingham, to be manager 
on retirement of Mr C. Hackett. Corsham: 
Mr W. S. R. Bailey, from Axminster, to be 
manager. 

Martins Bank—Keswick: Mr J. B. Wilson, 
from Morecambe, to be manager. Man- 
chester, Oldham St: Mr W. E. Letham to 
be manager. Newcastle upon Tyne: Mr 
D. J. Thompson, from Sunderland, to be 
manager. 

Midland Bank—Head Office, Bank Shares 
Dept: Mr N. S. G. Finney to be manager. 
London—Acton, High St: Mr F. A. Andrews, 
from Notting Hill, to be manager on retire- 
ment of Mr W. R. Mellors; Notting Hill: 
Mr H. W. F. Crafts, from Oxford Circus, 
to be manager in succession to Mr F. A. 
Andrews. Aldershot: Mr N. L. Lockton, 
from Crediton, to be manager on retirement 
of Mr F. B. Lander. Braintree (new branch): 
Mr B. P. Wood to be manager. Brighton, 
Western Rd: Mr R. D. Webber, from Kings- 
wood, Bristol, to be manager in succession 
to Mr E. W. Broad. Bristol, Kingswood: Mr 
A. R. E. Thomas, from Malmesbury, to be 
manager in succession to Mr R. D. Webber. 
Crediton: Mr G. E. P. Root to be manager 
in succession to Mr N. L. Lockton. 
National Provincial Bank—Broadstone: 
Mr P. D. Randall, from Broadstone, to be 
manager. Callington: Mr W. G. Allen, from 
Redruth, to be manager on retirement of 
Mr G. C. Libby. Canterbury: Mr A. 
Robinson, from High St, Ryde, loW, to be 
manager on retirement of Mr E. W. Jenkins. 
Royal Bank of Scotland— Duns and Green- 
law: Mr A. Kellie, from Selkirk, to be 
manager on retirement of Mr R. Under- 
wood. Edinburgh, George St (new branch): 
Mr S. Rowland, manager of Castle St, to 
be manager. Selkirk: Mr V. Barrie to be 
manager in succession to Mr Kellie. 
Westminster Bank—Head Office: Mr J. U. 
Campbell, from St Helens, and Mr A. J. 
Jackman, from Shaftesbury Ave, to be 
inspectors of branches. London—FEast Acton: 
Mr L. H. Thompson, from Acton, to be 
manager; Lee Green: Mr S. V. Laughton, 
from Catford, to be manager on retirement 
of Mr H. R. Morse; Shaftesbury Ave: Mr 
C. E. Stevens, from Berners St, to be 
manager. Bridlington: Mr E. Shaw, from 
Scarborough, to be manager. Dorking: Mr 
F. C. W. Lane, from Hatfield, to be manager. 
Hatfield: Mr E. G. Copus to be manager. 
Malton, Yorks: Mr L. W. Cowling, from 
Bridlington, to be manager on retirement of 
Mr M. Hunt. Reading, Oxford Rd (new 
branch): Mr J. E. Palmer, from Reading, to 
be manager. 
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Banking Trends since World War I* 




























































Net 
Averages Deposits Liquid Assets TDRs Investments Advances 
of Months: {mn {mn 7t {mn {mn %t £mn %&t 
1921 a ae 680 — 325 18 833 46 
ae 658 37 ~- 391 22 750 42 
1923 .. 1,628 581 35 —— 356 21 761 46 
1924 .. 1,618 545 33 _ 341 20 808 49 
1925 .. 1,610 539 32 — 286 17 856 52 
1926 .. 1,615 532 32 —- 265 16 892 54 
S27 Cti‘«j k,sé‘iéw;« OT 553 32 ~ 254 15 928 54 
1928 .. 1,711 584 33 “= 254 14 948 54 
Sa>)Cté‘(Ck:C*d SS 568 32 ~-- 257 14 991 55 
oe. «« Eee 596 33 ~- 258 14 963 54 
1931 <. ae 560 32 ~-= 301 17 919 52 
1932 . ew 611 34 — 348 19 844 47 
1933 .. 1,909 668 34 —- 537 28 759 39 
1934 .. 1,834 576 31 — 560 30 753 40 
2 ae 623 31 ~— 615 31 769 38 
1936 .. 2,088 692 32 —- 614 29 839 39 : 
1936 .. 2,160 713 32 —- 643 29 865 39 
Lire Po 683 30 --- 652 29 954 42 
ae 672 30 —- 637 28 976 43 
ee 648 29 ~- 608 27 991 44 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 .. 2,863 676 23 495 894 30 858 29 
are 712 22 642 1,069 33 797 24 
1943 .. 3,554 723 20 1,002 1,147 31 747 20 
1944 .. 4,022 788 19 1,387 1,165 28 750 18 
1945 .. 4,551 886 19 1,811 1,156 25 768 16 
1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
1948... = 5,713 1,703 29 1,284 1,479 25 1,320 22 
ae LE 1,920 32 983 1,505 25 1,440 24 
coon. «6 Bat 2,345 39 430 1,505 25 1,603 27 
1951 i. meee 2,308 38 247 1,624 26 1,822 30 
1952 .. 5,856 2,097 34 -= 1,983 33 1,838 30 
1953. .. 6,024 2,201 35 --- 2,163 35 1,731 28 
1954 .. 6,239 2,190 34 -— 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 ~- 2,149 33 2,019 31 
1956 =... ~=6,012 2,218 35 = 1,978 32 1,897 30 
1957... ~=— 6,138 2,256 35 oo 2,008 31 1,952 30 
1951: Oct .. 5,981 2,423 39.1 177 1,555 25.1 1,897 30.6 
Nov .. 5,973 1,981 32.0 108 2,033 32.9 1,925 31.1 
1957: Sept .. 6,174 2,278 35.4 a 2,020 31.4 1,954 30.4 
Oct .. 6,239 2,364 36.2 —- 2,030 31.1 1,921 29.4 
Nov .. 6,236 2,404 36.9 —- 2,037 31.3 1,874 28.8 
Dec .. 6,516 2,664 38.5 = 2,049 29.6 1,881 27.1 
1958: Jan .. 6,392 2,563 37.8 =~ 2,080 31.0 1,859 27.7 
Feb .. 6,131 2,254 a - ~- 2,084 32.6 1,880 29.4 
Mar .. 6,087 2,160 33.9 —- 2,094 32.9 1,917 30.1 
April.. 6,152 2,136 33.1 —- 2,136 33.1 1,964 30.4 
May .. 6,119 2,079 32.4 a 2,163 33.7 1,962 30.6 
June... 6,325 2,191 32.8 ~~ 2,181 32.7 2,030 30.4 
July .. 6,368 2,257 33.8 —- 2,193 32.9 1,997 29.9 
Aug .. 6,313 2,199 33.4 --- 2,199 33.4 1,993 30.3 
Sept .. 6,376 2,222 33.4 ~~ 2,203 33.1 2,027 30.5 
Oct .. 6,441 2,242 33.2 = 2,193 co 2,082 30.9 
Nov .. 6,595 2,287 33.7 ~— 2,152 By, 2,132 31.4 


* ‘Ten clearing banks for 1921-35, thereafter eleven. + Ratios to gross deposits. 
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*, of Year to | Monthly f 
Gross | Nov | — 1958 —— ae 
Deposits}; 1958 | Aug Sept Oct Nov 
Investments: | 

Barclays 508.4 34.1] | 8.2 -3.9 + 0.5 -—— - 25.3 

Lloyds .. 396.0 32.4 | 38.5 -O.5 2.6 - 3.4 4.6 

Midland 477.1 32.6 | 23.7 ~— = + 0.2 i 

National Provincial 229.0 28.3 | + 8.7 —-Q.1 - -10.3 - 0.1 

Westminster 279.3 32.2 | +26.2 — — 0.6 ~— 

District 7 Oe - 1.3 -0.1 + 0.9 — 

Martins “i 90.4 27.7 | 1.1 -O.1 ~ 0.5 

Eleven Clearing 

Banks ..2,151.5 31.7 ~114.2 6.2 3.8 9.7 41.8 
Advances: 

Barclays 430.9 28.9 47.0 3.8 5.7 11.2 14.4 

Lloyds .. 403.6 33.0 - 49.2 —3.2 - 2.9 + 9.7 +13.4 

Midland ‘a 442.2 29.6 - 50.4 -1.3 13.7 + 7.8 + 2.5 

National Provincial 287.6 35.6 38.6 -1.0 8.9 +12.4 6.9 

Westminster 279.5 32.2 + 39.3 —§8.2 4.1 11.8 5.6 
District i Zr A -14.2 -O.1 0. mn ie 
Martins 105.7 32.4 + 13.1 -4.6 1.0 0.1 aoe 
Eleven Clearing 
Banks .. 2,146.1 31.4 50.4 -3.5 34.2 +55.1 +50.4 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Mar Oct Nov Dec Mar Oct Nov 
“ ~ 4 y 4 Oo y 4 yA o/ y 4 y 4 oy 
Barclays . a8 37.9 Bis B32 2.8 B.3- 3.727 Fei? Bes ae 34.1 
Lloyds .. 31.1 34.4 32.4 34.4 29.7 36.1 37.6 37.3 31.9 31.2 32.0 
Midland 30.1 38.2 31.8 41.3 34.1 36.7 36.6 39.0 33.9 35.0 35.4 
National Prov 30.7 38.7 31.3 37.2 31.1 35.1 36.0 39.5 34.0 31.7 32.8 
Westminster.. 29.7 36.3 33.1 37.6 34.3 37.5 38.8 39.0 35.4 33.1 32.5 
District .. ees 22e eu et Bet 2S ee ee ee eee eee 
Martins 28.5 39.8 33.3 42.1 36.7 39.0 38.4 41.0 35.9 36.1 35.7 
All Clearing 
Banks ;' 29.9 37.4 33.1 37.4 32.6 36.2 36.9 38.4 33.9 33.2 33.7 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Dec 16, Oct 20, Nov 17, Nov 24, Dec1, Dec 8, Dec 15, 
1957 1958 1958 1958 1958 1958 1958 
per cent 
Bank rate .. 7 43+ 43 4 4 4 
Treasury bills: 
Average allotment rate* 6% 32 3% 3 43 3 3} 34 
Market’s dealing rate, 

3 months 63 33 34 32 3] 3 # 34 
Bankers’ deposit rate 5 23 24 2 2 2 2 
Short money: 

Clearing banks’ minimum 5} 23 23 23 23 23 2% 
Floating money . . 5-6} 34-33 23-33 23-3} 23-34 23-3 243-3 
* Preceding Friday + Lowered to 6% on 20.3.58, to 54°% on 22.5.58, 


t Lowered to 4% on 20.11.58. 


to 5% on 19.6.58, and to 44% on 14.8.58. 
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* Including all members of British Bankers’ Association. 





t Date of first classification in new post-war series. 


THE EXCHEQUER FINANCES 


(£ millions) 
I—The Budget 


Original Expected April 1, Change on 
budget change on 1958, to corresponding 
estimates, 1957-58 Dec 13, period of 
1958-59 out- turn 1958 1957-58 
Total Inland Revenue 2,970 +115 1,311.0 - 88.6 
Customs and Excise .. 2,189 +- 39 1,582.8 34.4 
Other revenue 280 —- 58 143.9 -~ 52.2 
Total ordinary revenue 5,439 + 96 3,037.7 60.8 
Debt interest (including sinking fund) 733 + 33 476.0 — 30.5 
Other consolidated fund a 83 1 53.5 — 3.3 
Supply expenditure 4,259 121 2,858.1 +57.0 
Total ordinary expenditure 5,076 155 3,387.7 29.9 
Above line surplus or deficit 364 — §9 — 350.0 40 .9* 
Net deficit below line ~— 600 35* ~ 337.9 39.7 
of which 
local loans (net lending shown 
minus) . — 13 + 32 32.04 -~ 51.4 
loans to state industries, net — 478 — 49 — 332.3 72.2+¢ 
Total deficit . — 236 — 24+ — 687.9 80.6 


* Sitiaeans jumene in deficit. 
Tt Indicates net repayment. 


+ Indicates increase in deficit. 





I1—National Savings 


({mns: Receipts into Exchequer reported during period) 


Savings Total 

Certi- Defence Savings Premium Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond ing In- 

(net) (net) (net) (net) (met) Maturity vested* 

1952-53 .. +22.8 -10.7 -131.6 -— —-119.5 88.3 -45.5 6,020.9 

1953-54 .. +19.0 + 0.3 — 79.3 — — 60.0 88.6  -38.4 6,008.7 

1954-55 .. +46.0 +51.1 —~ 35.4 —— + 61.7 88.8 -28.8 6,126.2 

1955-56 .. +19.7 +21.5 — 80.4 — — 39.2 82.7 -50.8 6,123.6 

1956-57 .. +72.0 + 3.2 — 20.6 +65.0 +119.5 35.5 -38.9 6,124.0 

1957-58 .. +73.1 + 1.2 —- 2.4 +58.3 +108.5 35.3 -38.4 6,240.0 
1957-58 

April-Oct —- 2.6 —- 3.1 -11.3 43.2 26.2 24.8 -—9.1 6,295.0 

November 5.7 — 4,5 - 4,7 4.4 ~*~ Fea 3.6 -— 6.6 6,286.0 
1958-59 

April-Oct ~75.7 56.3 — 48.4 39.3 122.8 30.2 -— 6.4 6,417.0 

November 11.7 8.5 5.1 Fee 32.4 4.1 —- 2.3 6,451.0 


* After taking account of net sales through the Post Office Savings Bank 


securities other than defence bonds. 





IiI—Floating Debt 


(£ millions) 


Change in three 














of Government 


Beginning of April* Dec months to 
= 13 Dec 13, Dec 14, 
1956 1957 1958 1958 1958 1957 
Ways and Means Advances: 
Bank of England on — —- — —-- = - 
Public Departments 277.7 289 .3 239.6 190.1 + 11.8 38.7 
Treasury Bills: 
Tender 3,240.0 2,860.0 3,120.0 3,440.0 170.0 +320.0 
Tap 1,561.2 1,306.4 1,499.4 1,687.6 -++- 29.7 + 418.2 
5,078.9 4,455.7 4,859.0 5,317.7 +211.5 +699.5 


* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 


at March 31). 
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Sterling-Dollar Exchange Rates 
Dec 20, Oct 24, Nov21, Nov 28, Dec. 5, Dec. 12, Dec. 19, 
1957 1958 1958 1958 1958 1958 1958 


Official Market 
Spot .. .. 2.80% 2.80# 2.803 


3 months 24cpm ec pm 


2.80% 2.80 * 

, 44c pm ke pm i5c pm 

Transferable* .. 2.792 2.793 2.794 .795 2.797 2.796 

Security* 2.743 2.78 #3, 2.79 % 2.78 34 .794 2.79 ¥, 2.793 
* New York market quotations. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 


Official Private 
Reserves UK 
at End Dollar 
of Balances* 


Period 


Financed by 





Net Special 
Surplus Ameri- Payments Change 
or can and in 
Deficit Aid Credits Reserves 
+ 220 


With 
Other 
Areas 


With 
EPUt 


Years and 
Quarters 


1946 
1947 
1948 


—_—— 


- 1431 
-1710 


682 


+1123 
+ 3513 - 618 
+ 737 —- 223 


1949 — Me 1196 + 116 168 
1956 ¢ +791 - 805 762 + 45 +1612 
1951 - $76 988 199 - 176 965 
1952 — 460 736 428 —- 181 489 
1953 + + 546 307 —- 181 + 672 
1954 ! | + 480 152 — 388 + 244 
1955 — 406 575 114 - 181 642 
1956 — 415 626 66 + $73 + 13 
1957 390 26 + 504 + 140 


1957: 
I + —- 64 13 + 127 + 76 
+ 177 + 172 


II y 
III 519 531 
IV : + 173 + 
1958: 
I 


Apr 
May 


June 


II 


July 
Aug 
Sept 


fl 


41 


Main Special Items Detailed ! 


Receipts Payments 


$mn 
4,909 Service of US and Cana- 
00 dian loans, etc, each 
perannum .. .. 181 
EPU funding payment .. 99 
IMF repayment . .. 1088 
IFC subscription — 14 
Anglo-German debts pay- 


ment .. 21 


US and Canadian loans. 1951-56 


IMF loan 
South African loan ~~ 
Sale of Trinidad oil » 1954 
Sale of US Govt bonds. 
IMF loan a 1956 
India’s IMF loan 1957-58 
Return of interest on US 
loan. ; 
Export- Import Bank 
* Source: Federal Reserve Bulletin. 
t Portion of deficit or surplus settled in gold (in month following each accounting period). 
~ Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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Illustration shows part of Rolstore instaliation at Northern 
Assurance Co’s Record Office, at Moorgate, London 
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STATE COMMERCIAL BANK, 
BURMA 





Review of Economic and Business Conditions during 1957-58 


HE following are extracts from the 

Report of the Board of Directors of the 

State Commercial Bank, Burma, for the 
vear ended June 30, 1958. 

The Burmese economy suffered a set-back 
during the year. Fortunately, however, in 
spite of import restrictions, the prices of 
essential consumer goods such as clothing 
and foodstuffs continued to fall, partly due 
to a tightening of commercial bank credit 
by the Union Bank of Burma in the form of 
doubling the reserve ratios to be maintained 
by banks against deposits, and partly on 
account of heavy arrivals of goods ordered in 
the previous year. In such ameliorating cir- 
cumstances, the cost of living as reflected in 
the consumers’ average price index showed 
some improvement. 

More Joint Venture Corporations were 
created by the Government during the year 
to share with the existing Corporations the 


i}monopoly for the import of essential .con- 


sumer goods. 4 

Commercial activity during the year was 
generally slack not just because of tight 
money conditions and restricted imports but 
also because with the advent of the Joint 
Venture Corporations the business com- 
munity was uncertain of their future and 
was therefore hesitant to part with their 
stocks. 


Money Rates 


With restricted funds available in the 
money market, there was a general upward 
trend in money rates during the year. Inter- 
bank call money rate increased from 1 per 
cent in July, 1957, to 14 per cent in August. 
It then rose sharply to 24 per cent in 
December, 1957, and still further to 3} per 
cent in February, 1958, which is the highest 
on record for this country. In March, 1958, 
it fell to 2? per cent and then to 14 per cent 
in the following month. 

Government borrowing continued at the 
same rates as last year, namely, at 1 per cent 
on Three-Month Treasury Bills, 24 per cent 
on Three-Year Treasury Bonds, 3 per 


cent on Five-Year Treasury Bonds and 33 
per cent (compound interest) on ‘Twelve- 
Year Saving Certificates. 

The Union Bank of Burma increased its 
rate on advances to banks against Govern- 
ment securities from 2 per cent to 3 per cent 
in November, 1957. It however retained the 


xlvul 


rate charged on advances against ‘l'rustee 
Securities and commercial paper at 3 per 
cent throughout the year. 

The minimum rates allowed by the com- 
mercial banks on six-month Fixed Deposits 
and twelve-month Fixed Deposits rose by 
} per cent in each case to } per cent and 
{ per cent respectively in the third quarter 
of 1957. On the other hand, the minimum 
rate on nine-month Fixed Deposits fell by 
} per cent to } per cent in the third quarter 
of 1957 and then rose again to } per cent 
in the second quarter of 1958. ‘The maxi- 
mum rate on both six-month and nine- 
month Fixed Deposits was steady through- 
out the year at 2} per cent but that on 
twelve-month Fixed Deposits increased 
from 34 per cent to 4 per cent in the first 
quarter of 1958. ‘The minimum rate on 
Savings Bank Deposits increased by } per 
cent to 1 per cent in the second quarter of 
1958. 


Capital Market 


Loans issued by the Government to the 
various State Boards and Corporations 
during the period July, 1957, to April, 1958, 
for which figures are available, amounted to 
K 1,352 lakhs. 

Additional issues of K 94 lakhs’ value of 
Government-guaranteed debentures were 
made during the year by two State Boards, 
and these were fully taken up by the Union 
Bank of Burma. 

Out of its holdings the Union Bank of 
Burma was able to sell only K 40 lakhs’ 
worth of 34 per cent Industrial Develop- 
ment Corporation, 1955-65, debentures to 
institutional investors and on June 30, 
1958, its total holdings of debentures 
amounted to K 2,552 lakhs, an increase of 
K 54 lakhs from the previous year. 


Trade and Exchange 


A trade deficit of K 32.57 crores was 
recorded for the year 1957-58 in contrast to 
the trade surplus of K 2.54 crores in the 
previous year. 

A total of 1.65 million tons of rice and rice 
products were exported during the period 
July, 1957, to June, 1958, as compared with 
2.01 million tons during the corresponding 
period of 1956-57; the proceeds likewise 
declined from K 90.13 crores to K 71 crores. 
Exports of other commodities such as beans, 








pulses, oil cakes, raw cotton, paraffin wax, due partly to a deficit on trade account 
petroleum and petroleum products, teak where imports exceeded exports by a margin 
and hardwoods were also smaller in volume of K 19.5 crores, and was also the result of 
than the year before and the receipts similarly an increase in payments and a reduction in 
registered a fall. However, earnings from _ receipts in the non-trade account where 
gram increased by 40 per cent, while those the payments almost -trebled the receipts. 
from hides, skins and leather showed a During 1957, exports totalled K 116.6 
very significant increase of 300 per cent. crores as compared with K 114.5 crores in 
The United Kingdom maintained her 1956, but imports both on government and 
position as the chief supplier of Burma’s private accounts increased from K_ 894 
needs, accounting for about 25 per cent of | crores in 1956 to K 136.1 crores in 1957. 
the total value of imports. Japan and India Provisional data available for the first 
came next with 22 per cent and 9 per cent quarter of 1958 continued to show a deficit 
respectively. India as usual was the major of K 5.7 crores, chiefly on account of lower 
customer, absorbing about 23 per cent of earnings from rice exports tesulting from a 
the total value of Burma’s exports, followed — time lag in collections. ‘The adverse position 
by Ceylon with 13 per cent and Pakistan in the balance of payments was reflected in 
with 11 per cent. the foreign exchange reserves, which had 
In addition to the seven Joint Venture fallen from K 62.5 crores at the end of 
Corporations incorporated last year, the June, 1957, to K 60.9 crores at the end of 
Government set up three new Corporations June, 1958. 
during the year to import textiles, food- 
stuffs and general hardware including Organization and Operations 
building materials. As in the case of other There was some further expansion at the 
Corporations, the initial Authorised Capital eed Office. 
of each Corporation was fixed at K 50 lakhs, The Bank opened three more branches, 
Government subscribing K 26 lakhs and Myingyan Branch was opened in July, 1957, 
allotting the remainder to private business. — f¢,)]owed by Prome and Monywa Branches in 
September, 1957, and June, 1958, respec- 
Balance of Payments tively. ls These bring the total number of 
The balance of payments during the year _ branches to 11. 
1957 involved a deficit of K 35.5 crores as The Internal Audit and Inspection De- 
compared with a surplus of K 16 crores in partment was properly organized during the 
1956. This unfavourable development was  vear for carrying out internal audit of the 


THE STATE COMMERCIAL BANK, BURMA 


Balance Sheet as at June 30, 1958 
LIABILITIES ASSETS 


CAPITAL: Ik KK CASH: IX 
Authorized .. 5,00,00,000 In hand and with 
Issued and Paid Union Bank ..  6,45,00,176 
Up 2,00,00,000 With other Banks 2,19,43,13 
— —— 2,00,00,000 With Treasuries’ 1,57,94,506 
RESERVE FUND .. a fs 50,00,000 
PROFIT AND Loss ACCOUNT ot 24,85,961 MONEY AT CALL AND SHORT 
Deposits (including Current, NOTICE .. 
Fixed, Savings, Special and BiLLs Purc HASED / AND Disc OUNTED 33,44,893 
Call Deposits) . . ne .. 40,91,09,149 Loans, ADVANCES AND OVER- 
BILLS PAYABLE .. ‘a .. 1,21,39,426 DRAFTS (after providing for bad 
BORROWINGS and doubtful debts) .. ..  7,21,50,975 
OTHER LIABILITIES AND Ac COUNTS 2,66, 23 052 INVESTMENTS: 
ACCEPTANCES, ENDORSEMENTS AND Government and 
(SUARANTEES PER CONTRA .. 9,88,32,632 Government- 
(;uaranteed 
Securities .. 27,69,09,452 
Other Securities 82, 00,152 
———— 28,51,09,604 
OTHER ASSETS AND he COUNTS .. 1,25,14,299 
ACCEPTANCES, ENDORSEMENTS AND 
(GUARANTEES PER CONTRA ..  9,88,32,632 


——— 





10,22,37,817 


57,41,90,220 57, 41, 41,90, 220 
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departments at the Head Office and inspec- 
tion of its branches. 

There has been a substantial growth, year 
after year, in the number of private cus- 
tomers’ accounts—an indication that in- 
creasing use is being made by the general 
public of the various services provided by 
the Bank. 

‘The Bank made a substantial addition of 
K 1,335 lakhs to investments, which totalled 
K 2,851 lakhs on June 30, 1958. ‘The invest- 
ments were made up of short and medium- 
term Government securities valued at 
market rates on the last day of the year under 
report. 

The Balance Sheet total had decreased 
from K 6,185 lakhs on June 30, 1957, to 
K 5,742 lakhs at the end of the year under 
review, due to a fall in foreign business. 
The total of K 5,742 lakhs, however, com- 
pares favourably with that of K 4,056 lakhs 
on June 30, 1956. 

Compared with the previous year, gross 
earnings increased K 5.16 lakhs or 4 per cent 
and amounted to K 137.66 lakhs. ‘There was 
a considerable increase in income under 
Interest with a moderate gain under Ex- 
change, but receipts declined heavily under 
Commission and to a fair extent under Dis- 
count. Expenditure increased by K 8.71 
lakhs or 29 per cent due to high administra- 
tive expenses, extensive renovations and 
repairs to the Head Office building and 
expenses incurred on sending officers for 
training abroad. 

The net profit, together with the balance 
of K 22.48 lakhs brought forward from the 
previous year, amounted to K 121.86 lakhs. 





The appropriation for dividend was made 
at the rate of 12 per cent as against 10 per 
cent for 1956-57 and 7 per cent for 1955-56. 


Foreign Business 

The financing of imports for the year 
under review showed a reduction on that for 
1956-57. ‘This was due to the Government 
policy of a heavy reduction of imports of 
consumer goods in the second half of the 
year. As in the previous year, most of the 
rice exports were settled on a Government- 
to-Government basis, the proceeds not 
being routed through this Bank. 

Despite a smaller volume of foreign 
business handled by the Bank during the 
year, the Bank’s share of the total foreign 
business of the country was slightly greater 
at 42 per cent compared with 41 per cent of 
last year. 

The past year witnessed an increased 
activity in forward exchange and the Bank 
undertook contracts both for customers and 
other banks in Rangoon totalling the 
equivalent of K 52 lakhs. 

The network of foreign correspondents 
continued to augment during the year and 
relationships were entered into with a further 
12 correspondents. As at June 30, 1958, the 
Bank was represented in 42 countries by 
59 banks of first-class international standing. 

Except for some slackness in foreign 
business resulting from a decline in the 
foreign trade of the country, the Bank’s 
business continued to grow during the year 
under report. Deposits, advances and in- 
vestments reached higher levels and the 
operating results continued to be satisfactory. 








BANCO 


TEGUCIGALPA-HONDURAS 


CAPITAL AND RESERVES 
EQUIVALENT OF -_ - 





FOR EFFICIENT BANKING SERVICE IN THE 


Republic of Honduras 


Write to 


ATLANTIDA 


Branches at SAN PEDRO SULA, LA CEIBA, PUERTO CORTES and TELA 


Established 1913 


- L. 9,730,536.76 (As of June 
U.S. $ 4,865,268.38 30th, 1958) 

















MODEL ROLAND & STONE 


Members of the New York Stock Exchange 





INTERNATIONAL 


SECURITIES 


120 Broadway, 
New York 5, N.Y. 


Cables: Morodeal 


Telephone: 


Worth 4-5300 























SWISS CREDIT BANK 


(Credit Suisse) Established 1856 
Capital and Reserves, Swiss Francs 259,000,000 


With branches in all parts of Switzerland 

and also at 25 Pine Street, New York, and with 
correspondents throughout the world 

the Swiss Credit Bank, one of the oldest and 
largest in Switzerland, provides an efficient 
service for all kinds of banking transactions. 


Please address vour enquiries to the 
Head Office in Zurich, or to: 


The United Kingdom Representative 
Robert J. Keller 


4 Tokenhouse Buildings, Kings Arms Yard, 
London, E.C.2 




















Affiliated Companies 
SWISS AMERICAN 
CORPORATION, 
25 Pine Street, 

NEW YORK. 


CREDIT SUISSE 
(CANADA) LIMITED 
1010 Beaver Hall Hill, 


MONTREAL 












































BARCLAYS BANK D.C.O. 








Larger Earnings 





HE 33rd Ordinary General Meeting 
of Barclays Bank D.C.O. will be held on 
January 2 in London. 

The following are extracts from the state- 
ment by the Chairman, Mr. J. S. Crossley, 
circulated with the report and accounts 
for the year to September 30, 1958 :— 

If the dominant characteristic of the year 
ending last September had to be summed 
up in one word, that word would inevitably 
be “‘ uncertainty’. ‘Troughs of low pres- 
sure spreading from the West, or the fear 
of them, are inclined to spread alarm and 
despondency in business as in meteoro- 
logical circles. ‘These fears have persisted 
throughout the whole period covered by 
our accounts. Although the portents now 
seem less alarming, it is nevertheless true 
that ‘“‘the further outlook remains un- 
settled ”’. 

It is barely a year ago since sterling 
appeared to be facing its most serious crisis 
since 1949. In September, 1957, drastic 
action was taken to protect the pound from 
what appeared to be a danger of imminent 
devaluation. ‘There are probably few people 
to-day who could now say in all honesty 
that they confidently expected that the 
measures then taken would yield results 
which would become so quickly apparent 
and so striking in effect. ‘The sterling re- 
serves have increased month by month 
throughout the whole succeeding period, 
and the improvement has been so marked 
as to permit of five successive reductions 
in the Bank rate. ‘Those who were sceptical 
about the effectiveness of monetary meas- 
ures and insisted that only a return to the 
full paraphernalia of import controls and 
other restrictions offered a solution for these 
troubles, will do well to ponder this result. 
While neither restriction of credit nor 
physical controls can, together or singly, 
ensure a stable economy, it remains true 
that monetary policy is a potent weapon in 
the hands of a government prepared to 
face unpopular measures. 





Increase in Lendings 

There would have been a fall in our 
deposits had it not been for some sub- 
stantial items of a special character which 
remained with us over the balance-sheet date. 
There has been a reduction in the item 
acceptances, credits, etc., reflecting the 
lower level of commodity prices and some 
falling off in trade with a number of our 
territories. ‘The principal feature of the 


balance sheet has been a further consider- 
able increase in our lendings, due to the 
greater demand induced by the conditions 
to which I have referred. The depletion of 
liquid resources in_ overseas. territories 
created additional pressure from the Bank’s 
customers to meet their normal requirements. 
This factor, as you may have expected, was 
more in evidence in the interim statement 
as at March 31 than in the final figures for 
the year. ‘The demand for banking accom- 
modation has been so persistent that we 
felt it desirable to sell some of our short- 
dated bonds. ‘This has resulted in the 
figure for investments showing a substantial 
fall when compared with the previous year. 

One point which does not emerge from 
our figures but which is not without signi- 
ficance for us is the fact that there has 
been a marked—and very welcome—im- 
provement in the value of our investments 
during the past twelve months. 





Rising Costs 


Our resources have been more ]{than 
usually fully employed during the period 
and this has resulted in somewhat higher 
earnings which have enabled us to absorb 
the constantly rising costs of running the 
business, to which I referred last year. 
While this is satisfactory as far as it goes, 
there is certainly no room for complacency; 
the trend towards mounting expenses is 
still very much in evidence. 

In recommending a final dividend at the 
rate of 5 per cent. the Board is proposing 
to raise the distribution for the year from 
8 per cent. to 9 per cent. The net cost of 
this modest increase amounts to £74,360 
in this year’s accounts. In these uncertain 
times it is easy enough to argue against any 
change. Nevertheless, and however un- 
fashionable this view may be, we feel that 
consideration of an _ ordinary dividend 
should be governed more by the earnings 
of the year under review than by estimates 
of future earnings which are, to allarge 
extent, unpredictable. 

An essential foundation for genuine’ pro- 
gress is a sound currency. This is the réle 
which sterling, the currency in which the 
vast bulk of Commonwealth trade is carried 
on, must fill. For this reason alone the 
improvement in sterling that has taken 
place during the current year is particularly 
welcome and is the best portent for the 
future. 









































THE 
CENTRAL BANK OF [INDIA 
LIMITED | 


(Incorporated in India. The Liability of Members is limited) 
Established 1911 
Paid-up Capital- - Rs.  3,14,54,250 (£2,359,068) 
Reserve Fund and 
other Reserves - Rs. 4,03,60,820 (£3,027,061) 
Deposits (31.12.57) - Rs. 1,54,86,72,924 (£116,150,469) 


Note: The sterling equivalents of the Rupee figures shown above have been converted 
at the rate of 1/6d. per Rupee 


Chairman: SIR HOMI MODY, k.B.E. Vice-Chairman: C. H. BHABHA, Esq. 


Branches and Pay Offices in all important commercial centres of India, Pakistan 
and Burma. 


HEAD OFFICE: MAHATMA GANDHI ROAD, FORT, BOMBAY 1 
LONDON OFFICE: 159 FENCHURCH STREET, LONDON, E.C.3 
London Adviser: SIR CECIL TREVOR, C.L.E. 

Banking business of every description transacted 
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Oreck Sikes 
Foreign Trade Bank 
offers complete banking service for any business 
in Western Germany 
PO .» Youllo re P77 Pt, Soa mblury, 7 


Cable: BANKSUELTZ Telex: 021-1904 
Telephone: 32 23 86 Code: Peterson's 3rd Ed. 
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THE CANADIAN BANK OF COMMERCE 


TOTAL ASSETS OVER 33,017,000,000 
c . 2 LOMBARD STREET, EC3 
LONDON OFFICES: 4 BERKELEY SQUARE. W! 
HEAD OFFICE: 25 KING STREET WEST, TORONTO 
MORE THAN 800 BRANCHES ACROSS CANADA 
Branches outside Canada: New York, Seattle, Portland, San Francisco. 
Los Angeles. Calit., Bruish West Indies, Nassau, Bahamas. 
Resident Representative : Chicago, Ill. 
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AUSTRALIA AND NEW ZEALAND 


BANK 


Continued Expansion 


HE Eighth Annual General Meeting 

of the Australia and New Zealand 

Bank Limited will be held on January 7 
in London. 

The following are extracts from the state- 
ment by the Chairman, The Hon. Sir 
Geoffrey C. Gibbs, K.C.M.G., circulated 
with the report and accounts: 

In the past year, for the first time since 
the war declining commodity prices co- 
incided with an adverse season in Australia 
and this caused a marked change in oversea 
trade conditions. 

In the current financial year a flexible 
fiscal policy is being brought to the aid of 
monetary policy in an endeavour to sustain 
a high level of employment and a rapid rate 
of national development. 

In New Zealand, too, prime emphasis 
has been on balance of payments problems, 
the result of the combined effects of the 
general decline in world commodity prices 
and an exceptionally high level of demand 
for imports in 1957. 


Participation in Hire Purchase Field 
During the year we completed payment 
for the 4,000,000 ordinary shares of 5s. 
each in Industrial Acceptance Holdings 
Limited which had been allotted to the 
Bank in September, 1957. In July last 
the Company made a rights issue on the 
basis of one new ordinary share of 5s. at 
a premium of 2s. 6d. a share for each seven 
ordinary shares held and we took up our 
entitlement. ‘The Bank’s holding remains 
at about 14 per cent. of the Company’s 
issued ordinary capital. ‘The business of 
Industrial Acceptance Corporation Limited 
and of the other subsidiary Companies of 
the group has continued to expand, and the 
net profit of the group for the year ended 
December 31, 1957, reached the record 
figure of fA2,204,518, compared with 
£A1,818,824 for the previous year. The 
dividend on the ordinary capital of the 
parent Company was maintained at 16% per 
cent. ‘I'he first dividend on its holding 
was received by the Bank during the past 
year and in the current year we shall begin 
to receive the full benefit of this important 
investment. 
_It is satisfactory to report that in the 
held of oversea trade and _ international 
hnance the Bank has continued to expand 


its services and reputation. In Australia, 
New Zealand and London, the Australia and 
New Zealand Bank is known for its efficient 
handling of a large share of export and 
import business and has achieved a high 
reputation as an important dealer in the 
foreign exchange market. 

Total assets show a small increase and 
have now reached £A439 million. If to 
this figure is added the total of the Savings 
Bank’s assets, the combined total is just 
short of £ A500 million. 

Profits for the vear fafter taxation and 
transfer to Contingencies Accounts), assisted 
by the small dividend from the Savings 
Bank, amounted to £A1,035,143, an increase 
of nearly 13 per cent. on last year’s figures, 
and the Directors have recommended a final 
dividend for the year of 8 per cent., less 
tax, which, together with the interim 
dividend of 4 per cent. already paid, main- 
tains the year’s distribution at 12 per cent. 


A.N.Z. Savings Bank 

The steady progress of the Savings Bank 
has been maintained during the past year 
—both as regards acquisition of new de- 
positors and total balances. During the 
past year the number of depositors increased 
by some 92,000 to a total of 336,000 and 
you will see from the balance sheet that 
the total of depositors’ balances and other 
accounts at September 30 had risen by 
over £Al1 million to £A49 million. 

After providing for taxation and making 
further transfers to contingencies, the 
Savings Bank made a profit of £A161,486 
for its second full year of trading. ‘This 
result is an improvement of {£A80,676 on 
the 1957 figure. 

The main purpose the Directors had in 
mind in establishing the Savings Bank was 
to assist the economy in Australia by ex- 
tending the facilities for saving available to 
the public and providing yet another service 
to the Bank’s customers. ‘They have also 
taken the view that it is right that the 
Savings Bank should now make some con- 
tribution towards the profits of the parent 
Company. Accordingly, after creating a 
published Reserve Fund of £A125,500 out 
of profits, the Savings Bank has paid a 
small maiden dividend of 5 per cent. for 
the year, which, after deduction of United 
Kingdom income tax at 8s. 6d. in the £, 
amounted to £A28,865. 
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THE NATIONAL BANK OF 
AUSTRALASIA 


(Inc. in Victoria) 





Proud Milestone in Bank’s History 





National Bank of Australasia Limited 


T Na Ordinary General Meeting of The 
in Mel- 


was held on November 26 
bourne. 

Mr. H. D. Giddy, the Chairman, pre- 
sided and, in the course of his speech, said: 

Firstly I should refer to the fact that on 
October 3 last our Bank completed one 
hundred years of trading. We are all proud 
of this milestone, and your Directors re- 
commend the payment of a _ centenary 
bonus to shareholders. 

A rise of £A316,753 in gross earnings 
more than offset the increase of £A271,095 
in operating costs and resulted in an im- 
provement of £445,515 in net profit. 


Banking Legislation 

Last year -I referred to a number of 
Banking Bills presented to the Federal 
Parliament in October, 1957. ‘The subse- 
quent rejection of these measures by the 
Senate was unfortunate, as they were a 
commendable attempt by the Government 
to give Australia a true central bank and to 
ensure fair, competitive banking, with free- 
dom of choice to the public. We are 
hopeful that the legislation will be re- 
submitted and will be passed by the new 
Parliament. 

Commenting on world economic con- 
ditions and referring to their effect on Aus- 


tralia’s economy, Mr. Giddy said: Last 
year | said that measures to stimulate 
spending may be necessary should the 


effects of drought or of low export prices 
threaten to reduce business and employ- 
ment much below full activity. In fact, 
considerable monetary expansion has already 
been undertaken as an offset to the adverse 
influences. 

We are fortunate that Australian business 
has not been allowed to plunge into gloom, 
with all the mischief that this state of mind 
can have upon immediate and future plans 
for development. In the result, we have 
1.4 per cent. of unemployment, as against 
about 2.2 per cent. in Britain, more than 
4 per cent. in Canada and 7 per cent. in 
U.S.A. We are a developing nation with a 
growing population, and a sensible faith in 
our future is thoroughly justified. 

For the present, we should be able to 


maintain internal activity without any really 
embarrassing difficulties, but problems 
could easily emerge by 1959-60. On cur- 
rent indications, this could be a period 
when some of the economic and monetary 
policies that we have developed may come 
under real test, unless, of course, there is 
in the meantime a substantial improvement 
in world commodity prices and especially 
in wool prices. 

For a start, our ability to continue to 
import at the basic rate of, say, around 
£A800 millions per annum might be in 
jeopardy. As a very high proportion of 
imports, probably more than 80 per cent., 
are products required by industry here, any 
reduction of moment might well have un- 
fortunate effects upon internal business. 
We could not afford to continue to offset 
lower export receipts by internal monetary 
expansion, if for no other reason than that 
of costs. With the terms of trade turned 
against us, we cannot afford to do anything 
which risks imposing higher costs upon our 
export industries or increases our appetite 
for more imports. 

Should world commodity prices prove to 
have become more or less stabilized around 
lower average levels than have ruled since 
the war, a basic problem would present 
itself. Even though we are working hard to 
expand the quantity and range of our 
exports, no quick improvement in export 
receipts could match, say, a 25-30 per cent. 
rise 1n wool prices. 

The plain fact is that Australia must 
guard its international solvency by retaining 
adequate foreign exchange reserves. With 
the present outlook for export prices, I do 
not believe that we could contemplate per- 
mitting our reserves to continue to run 
down at the rate of £A100 millions or more 
per annum. 

We all hope, of course, that world prices 
will rise and enable us to avoid drastic 
changes in our current policies. But world 
prices may not rise as we hope, and conse- 
quently, in my view, it is vital that re- 
sponsible people in Government and In- 
dustry should continue to be more than 
usually watchful to ensure that any necessary 
corrective measures are appropriately timed. 

The report and accounts were adopted. 
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THE ENGLISH, SCOTTISH & 





AUSTRALIAN BANK 





The Hon. David Brand on Essential Expenditure 





The English, Scottish & Australian 

Bank, Limited was held on December 3 
in London, the Hon. David F. Brand (the 
Chairman) presiding. 

The following is an extract from his 
circulated statement: 

In the financial year to June 30, 1958, 
Australia experienced a year of continued 
development and expansion. It was a year 
in which economic activity and employment 
were maintained at a high level despite a 
serious deterioration in world commodity 
prices, and drought conditions in Australia. 

Notwithstanding the all-round stability 
some disquieting features emerged. ‘There 
was a large decline in farm income as a 
result of the lower prices and the poor 
season, a consequent adverse movement in 
the balance of payments and some rise in 
unemployment. In the prospect of these 
factors the Central Bank took positive 
action to expand credit to maintain activity, 
particularly private investment. 

Last year I mentioned that Australia 
must undertake an expansion programme 
if she is to develop her natural resources. 
The need is still to keep expansion moving 
at a steady rate, and at the same time to 
preserve the stability achieved in the current 
year in prices and costs. There has been 
much benefit in recent years from a consid- 
erable inflow of overseas capital. ‘This must 
continue to be encouraged and attracted. 

The economic and financial conditions 
which affected Australia during the year 
under review induced the Authorities to 
encourage some expansion of bank advances 
and to that end releases were made to the 
extent of £A65 millions from the Special 
Accounts maintained by the Trading Banks 
with the Central Bank. This increase in 
disposable resources, offset to a minor 
degree by a fall of £A1.6 millions in aggre- 
gate deposits, was used by the ‘Trading 
Banks to support an increase of £A83 
millions in their advances to customers. 
Our own Bank’s deposits increased mar- 
ginally over the period and advances rose 
by £3.2 millions with a compensating fall 
of £4.3 millions in Special Account. 

The gross trading profit of the Bank rose 
by £179,000 to £5,347,000 and the dividend 
received from Esanda Limited at £191,235 
‘inclusive of Australian Income T'ax) was 


‘| ‘HE 66th annual general meeting of 
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also greater by nearly £64,000 than last 
year. However, expenses of management 
and taxation increased by approximately 
£278,000 so that the net profit for the year 
at £312,474 was about £35,000 less than 
last year. 


Factors Affecting Results 

The principal causes of the reduction in 
the final profit result were: Firstly, a lower 
monetary turnover resulting from the fall in 
international commodity prices. Secondly, 
it is necessary now to provide for existing 
and accruing liabilities to meet gratuities 
eventually payable to members of the Aus- 
tralian staff on their retiring from the Bank’s. 
service. ‘Thirdly, the Bank’s revenue has 
to bear the continuing heavy cost of re- 
equipping existing bank offices and of 
establishing new points of representation. 
Your Board regards as essential expenditure 
on providing bank premises and service to 
the public on a scale appropriate to the 
times. ‘The quickly developing industries 
of Australia, the increase and spread of its 
population, have set the needs for more 
branches and greater efficiency of operation. 
To meet these needs substantial expendi- 
ture is involved, partly of a capital nature 
and partly to be met out of revenue. Your 
Board is very satisfied with the effectiveness 
of this expenditure and is convinced it will 
produce valuable results in the future. 

In the expectation that the expenses of 
the Bank will continue to run at a high level 
and in the absence of any prospect of an 
early major improvement in the _ gross 
revenue, your Board decided to recommend 
the payment of a final dividend of 5 per 
cent. less United Kingdom Income ‘Tax at 
the standard rate. The distribution for the 
year will amount to 9 per cent. less standard 
rate of United Kingdom Income ‘Tax. 

Fixed Unit Trusts: The increasing popu- 
larity in Australia of this form of investment 
encouraged the Bank to acquire through a 
subsidiary company a shareholding in 
Federal Trusts Limited, a Victorian trust 
management company, which is establish- 
ing an Australia-wide representation. ‘The 
branches of the Bank will be available to 
receive applications for units in the Com- 
pany’s trust and thus provide a further 
service to the public generally. 

The report and accounts were adopted. 











BANK OF CEYLON 








Year of Satisfactory Progress 








Review of Political and Economic Conditions 








Mr. H. V. Perera’s Statement 












HE Annual General Meeting of the 
Bank of Ceylon was held on Decem- 
ber 20 at Colombo. 

The following is an extract from the 
statement of the Chairman, Mr. H. V. 
Perera, Q.C., on the report and accounts 
for the year ended September 30, 1958 :— 

The political and economic storms which 
have blown over Ceylon during this year 
have been some of the worst in recent 
history. Some of these misfortunes were 
caused by factors beyond our control, but 
others are to a large extent attributable to 
our own folly and short-sightedness. 

Prices of some of our export commodities 
have been the lowest on record in recent 
years and our external trade has been in 
the doldrums from time to time. In the 
early days of the year, unprecedented floods 
ravaged a large part of the countryside and 
also some townships, but the misfortunes 
of our distressed people were alleviated to 
some extent by foreign aid, given promptly 
and spontaneously. 

During the early months of the year 
strikes were a common feature and labour 
discontent continued to grow throughout 
the year. In May, civil strife spread far 
and wide and the Government was com- 
pelled to impose a state of emergency which 
still continues in a modified form. The 
repercussions of some of these events on 
the social, political and economic life of our 
country and on its people have been wide- 
spread. The immediate cause of the civil 
strife may appear to be communal or 
political differences, but in the last analysis 
these differences are due to social dis- 
content arising from the economic disease 
of inadequate employment opportunities 
against the background of a fast growing 
population in a virtually stagnant economy. 


Economic Achievements— 
Agriculture 
Looking at the other side of the picture 
we may reflect awhile on a few of our 
achievements in the economic sphere. In 
the field of agriculture, the rehabilitation of 
rubber and coconut is a significant develop- 
ment, and credit is due to the Government 
and the planting interests for the systematic 
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manner in which lands have been manured 
and replanted so as to obtain increased 
yields at lower costs, thus helping us to 
meet our competitors on more favourable 


terms. ‘The rehabilitation of tea lands is 
also receiving the attention of the Govern- 
ment and we may expect the benefits of 
this undertaking to accrue in full measure 
in the course of the coming years. 

The Honourable the Minister of Agri- 
culture has put forward a comprehensive 
plan for agricultural development which 
involves, among other schemes, the nation- 
alisation of foreign-owned tea estates by 
payment of compensation based on stock 
exchange prices. Provision is made in the 
plan for the replanting of uneconomic land 
now in cultivation and for the opening up 
of lands for new crops. Other needs such 
as easy credit, insurance and marketing 
facilities are to be met by provisions such 
as multi-purpose co-operatives, crop insur- 
ance and price support schemes. The 
views expressed in the plan, particularly on 
nationalisation of foreign-owned estates and 
State-monopolised Boards for supply and 
distribution, may not be acceptable to the 
Government, but certain other parts of the 
plan would probably be adopted by the 


Government in due course. 


Industry 


No overall plan for industry has yet been 
formulated, but some industrial develop- 
ment has nevertheless been undertaken by 
Government, and plans for further develop- 
ment are encouraging. In this connection 
we must not fail to acknowledge our in- 
debtedness to Governments abroad for 
financial assistance in promoting our indus- 
trial projects. 

What I would like to see, however, 1s 4 
greater participation of the private sector 
in industry. We need more private effort 
in economic activity because, in my opinion, 
healthy private enterprise is a pre-requisite 
of democracy. Any undue growth of State 
intervention in the industrial, agricultural 
and commercial life of the country consti 
tutes a threat to true democracy. 

We welcome the long-awaited statement 
by the Government of its policy on foreign 
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private investment in Ceylon. With the 
adequate safeguards which have been pro- 
posed, we have nothing to lose and much 
to gain from foreign private investment in 
this country. Of special significance is the 
assurance by the Government that it will 
not consider for the next ten years the 
question of nationalising any new private 
foreign investment. 

While these inducements are encouraging, 
they are not enough. ‘The period of 
guarantee may be too short for some in- 
vestors, but what is more pertinent to the 
encouragement of foreign investment is not 
so much the assurance of freedom from 
nationalisation over a period of time, al- 
though this in itself is important, as the 
business and investment climate in_ the 
country, and the certainty that adequate 
compensation will be provided in the event 
of nationalisation. In the unsettled con- 
ditions prevailing in Ceylon to-day I do 
not think that the Government’s statement 
of policy in this connection will evoke 
much foreign interest in investment here, 
though it is a step in the right direction; 
and I hope that with the passage of time, 
more stable conditions and the right invest- 
ment climate will be created for foreign 
private capital, which may then be expected 
to come in appreciable quantities and 
partake in joint ventures with Ceylonese 
entrepreneurs. 


Bank of Ceylon 

Assets —The assets of your Bank as at 
September 30, 1958, amounted to Rs. 777 
million, representing an increase of Rs. 35 
million over the assets as at the end of the 
previous financial year. 

Advances.— The Bank’s advances reached 
an aggregate of Rs. 179 million, an increase 
of Rs. 19 million over the figure of the 
previous year. ‘These advances were granted 
in the form of Commercial Advances, Per- 
sonal Loans, Medium-term Loans backed 
by Medium-term Deposits, and the dis- 
counting of bills for exports and imports. 
In view of certain recent developments in 
banking in the U.K., it is worthy of note 
that the Bank of Ceylon has over the past 
twenty years been engaged in the Personal 
Loan business where modest advances are 
granted to customers without tangible 
security. About one year ago the Bank 
also introduced the equated instalment 
personal loan. 


Deposits 
‘Total deposits of all commercial banks 
were Rs. 981.7 million as at September 30, 
1958, as against Rs. 997.6 million as at 
September 30, 1957, a fall of 1.6%. In the 


face of this general decline in the volume 


of deposits, the total deposits with your 
Bank increased from Rs. 433 million to 
Rs. 454 million, an advance of 4.85°, over 
the previous year. 

Your Bank was privileged as at Septem- 
ber 30, 1958, to hold 46.1% of the total 
deposits within the commercial banking 
system. It must be said, however, that on 
account of the operations of Government 
during September, which is the closing 
month of the Government’s financial year, 
certain ‘“‘ hot deposits ’’ are made by the 
Government with the commercial banks. 
For the purpose of illustrating, however, 
the position of leadership which your Bank 
holds, I may say that the Bank of Ceylon 
now controls 38.5°, of total non-govern- 
ment deposits. ‘This is indeed gratifying 
proof of the ‘confidence reposed in the 
Bank by the people no less than by the 
Government. 

It is interesting to note, in the light of 
very recent developments in British bank- 
ing, that your Bank introduced two systems 
of commission-free, no-minimum-balance 
current accounts known as Safety Checking 
and Security Checking Accounts as far 
back as 1954. 

Liquidity.—Cash, Bullion, Loans at Call, 
Money at Short Notice ‘and Treasury Bills 
aggregated to Rs. 150.6 million. Our total 
liquid assets, including Bills Discounted, 
amounted to Rs. 197 million. ‘The per- 
centage of liquid assets to total deposits 
is 43; the percentage to demand deposits 
is 58. 

Profits —On account of higher operating 
costs the considerable increase in business 
volume has resulted in only a small increase 
in the net profits which have incréased by 
Rs. 18,000 to Rs. 744,000. An interim 
dividend of 73°, was paid on June 1, 
1958, and, on the acceptance of the recom- 
mendation of a final dividend of 73%, a 
total of 15°, will be the dividend for the 
year. 

Reserves.—Your Directors recommend 
the transfer of Rs. 350,000 out of current 
net profits to “‘ Other Free General Re- 
serves ”’ ‘Together with the transfer of 
Rs. 1,550,000 authorised during the year, 
this transfer will result in “‘ Other Free 
General Reserves’’ standing at Rs. 
6,750,000. ‘The capital and published free 
reserves of your Bank will then amount to 
Rs. 17.25 million. 

Staff—I1 am sure that you will agree 
with me that your Bank has made satis- 
factory progress in the year under review, 
and you will join me in thanking all mem- 
bers of the staff who, by rendering loyal 
and efficient service, have made_ such 
progress possible. 

The report and accounts were adopted. 
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| HE 133rd Annual Generali Meeting of 
the Proprietors of ‘The National Bank 
of Scotland Limited was held in the 
Bank’s Head Office on December 18, the 
Right Honourable Lord Rowallan, K.T., 
K.B.E., M.C., T.D., LL.D., the Governor 
of the Bank, presiding. 

The Governor saxi: I have to record, with 
deep regret, the sudden death last August of 
Mr. J. Allan Brown, who had been an 
esteemed member of the Ordinary Board 
since his retiral at the end of 1954 from the 
position of General Manager. Mr. Brown’s 
distinguished career has been fully reported 
elsewhere, but it is fitting that I should pay 
a further tribute to his outstanding abilities 
and deplore the circumstances in which the 
leisure he had so abundantly earned and 
was so fully enjoying was cut short. Our 
sympathies go out at this time to Mrs. 
Brown and her family. 

To fill the vacancy the Directors co- 
opted to the Board Mr. David Alexander, 
the present General Manager. Later on, 
you will be invited to confirm his appoint- 
ment, which at this stage I shall only say 
has met with acceptance from all quarters. 


The Bank’s Accounts 

The Balance Sheet now before you shows 
some notable advances on last year’s figures. 
For one thing, the total of nearly 
£134,000,000 is not far short of that brought 
out in 1954, which was a record in the 
history of the Bank. Of much more practical 
importance, however, is the substantial 
increase, amounting to nearly £9,000,000, 
in the Deposits; not only is this movement 
a sharp reversal of recent trends but, more 
significantly, it has occurred during a 
period when inflation, if not entirely 


stopped, was at least substantially arrested. 


Ix 


The same remarks apply to our Note 


Circulation which, at £15,800,000, is fully 


£1,000,000 up. 

On the Assets side, advances to customers 
and bills discounted together come to 
£,25,600,000, an increase of £1,700,000, and 
a feature is that the rise has all taken 
place since the Treasury Restrictions on 
bank credit—of which I shall say more 
later—were relaxed at the end of July. 
There has been an encouraging flow of 
applications for new or increased lines of 
accommodation, most of which we have 
been happy to accept, and if anything the 
pace has quickened since the date of the 
Balance Sheet, although not to an extent 
which would suggest anything in the 
nature of a mad rush. We have not so far 
felt it mecessary to engage in what have 
come to be known as ‘Personal Loans,” 
preferring to deal with our private borrow- 
ing customers along the time-honoured and 
well-tried lines of Scottish banking practice ; 
we have, however, given our Branch 
Managers rather more freedom of action 
in this regard and there has been a notable 
response. 





Strong Liquid Position 


Our investments in British Government 
securities show some increase at £50,600,000 
but once again no writing down has taken 
place, either from Inner Reserves or from 
the year’s profits, a policy which is amply 
justified by the fact that during the year 
our published depreciation has fallen by 
no less a sum than £2,700,000. Our liquid 
position remains very strong, cash or its 
equivalent amounting to over £50,000,000 
and giving a ratio to liabilities to the public 
in the form of deposits and notes in cir- 
culation of a fraction over 41°,. This may 
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m unduly high. The explanation is that 
e have substantial new lending commit- 
sents to meet in the near future. 

Profits at £336,000 are £10,000 up on the 
ear. Having regard to the figures reviewed 
bove this may seem a modest increase, but 

has to be borne in mind, first, that during 
uch of the period we were operating 
nder abnormally high interest rates which, 
s | have explained in the past, are very 
yuch to our disadvantage, and, second, 
at expenses are still on the increase. 
ndeed, had it not been for the new current 
count service charges, which we were 
luctantly compelled to impose during the 
ear, the profits picture would have been 
very different one. 


A Special Bonus 

It is proposed to repeat the dividends on 
e same scale as last year, namely, 10°, per 
nnum on the Consolidated Capital Stock 
nd 5°% per annum on the ‘“‘A”’ Stock, and 

addition, looking to the forthcoming 
algamation with the Commercial Bank 
f Scotland Limited, the Directors have 
ecided to mark the occasion by recom- 
ending a Special Bonus at the rate of 14°, 
n the Consolidated Capital Stock. If these 
roposals are approved the dividends and 
onus, less Income ‘Tax, will all be paid on 
anuary 15, 1959. Other allocations are— 
100,000 to Contingent Fund and £100,000 
) Trustees for the Officers’ Pension 
cheme. The carry forward of £128,070 
ows a reduction of about £7,500. 


Banking Merger 

Before leaving our domestic affairs, it ts 
ppropriate that I should dwell for a little 
n the merger with the Commercial Bank 
f Scotland, to which I referred briefly a 
ear ago. As you are aware, it was not 
ntl August that the Boards of the two 
anks reached agreement on the basis and 
mm of the ‘‘ marriage,’’ and there were 
ggestions in certain quarters of unreason- 
le delay, an opinion with which I cannot 
gree. A major move of this kind, with all 
s implications for posterity, is not lightly 
» be undertaken, and I for one am glad to 
now that all its aspects received the fullest 
nd most careful consideration by the 
Yirectors and Executive Officials of both 
anks before the final decision was taken. 
‘he negotiations were necessarily some- 
hat protracted but, as matters progressed, 
» too did the feelings of mutual respect 
d goodwill that mean so much for the 
ture. 

The Commercial Bank having now ob- 








lined authority to eliminate the uncalled 
ability on its “A ”’ 


Shares, the Scheme 


xu 


of Arrangement and Amalgamation is in 
course of preparation for submission to the 
Court of Session, and at the appropriate 
time the Proprietors will be invited to con- 
sider and if thought fit to approve the terms 
for the exchange of shares. Clearly, a 
period of some months must yet elapse 
before National Commercial Bank of Scot- 
land Limited can come into being, but the 
time will not be wasted. Indeed it will 
prove invaluable to those who, among other 
things, are charged with the integration of 
two book-keeping systems which, although 
very similar in essentials, still vary con- 
siderably on points of detail. 


Acquisition of Olds Discount Co. 


It was a remarkable accident that Board 
agreement on the merger terms should 
coincide with an alteration in the official 
attitude towards direct participation by the 
Banks in hire-purchase finance. As far 
back as September, 1956—that is, long 
before amalgamation was seriously contem- 
plated—our General Manager, referring to 
the pioneering move by the Commercial 
Bank in 1954, publicly stated his interest in, 
and approval of, this departure from or- 
thodox banking. As time passed, it became 
clear that others had been converted to the 
idea: consequently, the recent decision by 
the British Banking System generally- to 
enter the field came as no surprise. 

We for our part have been happy to 
associate ourselves, along with Lloyds Bank 
Limited, in the successful offers made by 
Scottish Midland Guarantee Trust for the 
Share Capital of Olds Discount Company 
Limited. ‘This well-established business, 
which is primarily concerned with finance 
for consumer goods, will fit in excellently 
with S.M.G.T., whose main pre-occupa- 
tions have so far been plant, machinery and 
vehicles, and the shares of both are in 
process of transfer to a new Holding Com- 
pany known as Lloyds & Scottish Finance 
Limited, in which Lloyds Bank Limited 
and National Commercial Bank of Scotland 
Limi.ed will each have a 50°, interest. 
The new hire-purchase group is in our 
opinion well placed to meet the intensified 
competition now developing and it should 
prove a highly profitable investment, but it 
is appropriate to remind ourselves that 
banking remains our chief concern. ‘The 
merger with the Commercial Bank was 
primarily designed to effect further ration- 
alisation of the banking system in Scotland, 
and plans to that desirable end are being 
actively pursued. 


Change in Administration 


During the merger discussions between 








the respective Boards, the suggestion was 
made that opportunity might be taken to 
bring the administration of the combined 
Bank into line with modern practice by 
dispensing with the offices of Governor, 
Deputy Governor and Extraordinary Di1- 
rectors, and after discussion with those 
directly concerned it has been decided to 
proceed along these lines. Much though 
we may regret departures from established 
practice and honourable tradition, there is 
no doubt that the time is ripe for a move 
of this kind, and I may say that the decision 
has the unqualified support and approval 
not only of myself as Governor, but also of 
the Deputy Governor and Extraordinary 
Directors of this Bank. 

To-day you will be asked to renew our 
appointments, but only for an interim 
period, because the offices will lapse as of 
the actual merger date, and when National 
Commercial Bank of Scotland Limited 
comes into being its affairs will be con- 
trolled entirely by a Board of Directors 
which will elect its own Chairman. I feel 
sure that the Proprietors of this Bank will 
approve, and that they will join with me in 
expressing to our Deputy Governor and 
Extraordinary Directors deep appreciation 
of their past services. 

The Economic Situation 

References from this Chair to the eco- 
nomic situation have of necessity in the 
past few years been a trifle gloomy. ‘This 
was particularly the case in 1957, and it ts 
therefore a matter of considerable satis- 
faction to me that a very different picture 
falls to be presented on this the last occasion 
when I shall address the Proprietors of the 
National Bank of Scotland Limited. ‘The 
change that has taken place in a few short 
months is remarkable. Starting in March, 
Bank Rate has been progressively reduced 
from a crisis figure of 7°, down to its 
present level of 4”,,, a rate lower than anvy- 
thing seen since February, 1955. 

In July the Authorities found it possible 
substantially to relax the restrictions on 
Bank credit, which over a long period of 
years and particularly since mid-summer of 
1955 had been the bane of our existence and 
a source of continued irritation and frustra- 
tion to our customers. ‘They also restored 
the limit of applications to the Capital 
Issues Committee to its former figure of 
£50,000 and gave rather wider discretionary 
powers to that Committee, particularly in 
regard to ultimate repayment of sums bor- 
rowed under its authority. At the same 
time, the glances which they bestowed on 
Bank participation in hire-purchase finance 
became positively benign. Later on, they 


went even further by reducing and finally 








Ixti 








eliminating altogether statutory deposits ip 
respect of hire-purchase transactions, an¢ 
the long and the short of the whole matte 
is that our economy ts now operating unde 
a measure of freedom unknown for at leas 
a decade. 

So far as bankers are concerned, the only 
remaining restriction is on lending for 
purely speculative purposes, and with that 
we have no quarrel. It is of course tru 
that in case of need our lending wings can 
be clipped through the Special Deposit 
system announced by the Government 
which may briefly be described as a device 
for draining off, and freezing for an appro. 
priate period, excessive liquidity in th 
banking system: nevertheless, for the time 
being we can conduct our business in our 
own way, and for that we are thankful. 
















Justification for Volte-Face 

You may well ask, what is the justification 
for this relatively sudden and almost com. 
plete volte-face? Well, part of the answer 
is of course to be found in the efficacy of 
the measures taken in September, 1957, to 
counter the serious crisis that arose from 
the heavy depletion of our gold and dolla 
reserves and the consequent pressure on 
sterling. How sound these measures wer 
is evidenced by the fact that by the end o/ 
November, 1958, our gold and dollar re. 
serves had reached a total of £1,148,000,00), 
which compares with £660,000,000 in Sep- 
tember, 1957, and is the highest level sinc 
1951. Not only so, but our external balance 
of payment figures were well maintained 
even during the autumn months of cus- 
tomary pressure. It has to be admittec 
that the situation was helped by falling 
world prices for the imported raw material 
on which our industrial production 
largely depends, but nevertheless ow 
national finances have displayed a buoyane 
that would have been literally unbelievabk 
one short year ago. 

However, the picture presented by ou 
internal economy is not just so bright, be 
cause we have been passing through ! 
period of trade recession, the end of whic! 
is not yet in sight. Especially is this tru 
of Scotland where many industries, 1n pat 
ticular steel, shipbuilding, jute and woollens 
have been quite heavily affected, giving ms 
to pockets of unemployment substantial 
in excess of the figure for Scotland as 
whole, which at 4°, is itself higher tha 
the national average. Quite clearly th 
Government measures earlier referred "% 
do not simply reflect the improvement 
the country’s external position: they at 
also designed to stimulate home deman¢ 
leading to a resurgence of internal trade. 

Whether or not these measures will & 
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successful remains to be seen. So far, there 
is no great evidence of increased capital 
investment on the part of our large indus- 
trialists, Who not unnaturally are waiting to 
see the picture a little more clearly before 
sinking large sums in new projects, and it 
may well be that further stimuli will yet be 
called for. Is it too much to hope that 
these may include some significant lighten- 


ing of the still crushing burden of taxation ? 


Scotland’s New Strip Mill 


In the meantime, it is satisfactory to note 
that Scotland is to have its share of the new 
steel strip mill. One is of course aware that 
the long-awaited decision in this regard has 
been criticised for differing reasons on both 
sides of the Border, but whatever may be 
the pros and cons of the matter the fact 
remains that we are in due course to have 
at Ravenscraig a new mill that will ultimately 
employ 3,500 workers. It is devoutly to be 
hoped that its products will at the appro- 
priate time attract to Scotland other in- 
dustries, to which end the Scottish Council 
(Development and Industry) will, I feel 
sure, devote the same energy it has displayed 
with such conspicuous success in the past. 

On this subject, one word remains to be 
said. "he changed economic and financial 
situation does not justify any relaxation of 
individual effort: rather the reverse. 
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As I 





have on previous occasions suggested, 
Britain’s prosperity rests ultimately on the 
capacity of her citizens to produce more 
goods at lower prime cost, and at long last 
there appears to be dawning a general 
realisation that it is on this that improved 
standards of living mainly depend. 


Tribute to Staff 

The expression of appreciation of the 
services of the officials and staff of the Bank, 
with which it has for long been customary 
for the Governor to conclude his annual 
review, is never to my mind to be regarded 
as a mere formality, and less than ever so 
on this occasion. Without their loyal and 
efficient co-operation at all levels the results 
of the past year could never have been 
achieved. Further, the forthcoming amal- 
gamation has involved the chief officials 
and in particular the General Manager in 
an immense amount of work dealing with 
all manner of problems and planning to 
make sure that no detail is overlooked. All 
this added to the no light task of the day-to- 
day management of the Bank has imposed 
a heavy burden on the General Manager 
and his lieutenants which has been borne 
cheerfully and with outstanding ability. 
To all concerned I offer the thanks and 
good wishes of Directors, Stockholders and 
customers alike. 

The Report and Accounts were adopted. 
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Provision for Dividend of 10 per cent. per annum and for Special Bonus of 14 per cent. on 
the Consolidated Capital Stock, and for Dividend of 5 anh cent. per annum on the ‘ 
Stock, all less Income Tax—payable i in 1959 .. ee 

Contingent Fund a = 

Trustees for Officers’ Pension Scheme 

Balance carried forward to next vear 


126,500 
I10,000 
90,000 


135,043 


£462, T43 


EDINBURGH, 2oth November, 1958.—We have obtained all the explanations which to the best of our k 
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HEAD OFFICE: 
42 ST. ANDREW SQUARE, EDINBURGH, 2 
General Manager: Davip ALEXANDER 
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47 ST. VINCE 


BALANCE 


LIABILITIES 


CONSOLIDATED CAPITAL STOCK 
Authorised and Subscribed ; 
of which—Reserve Liability 


Leaving paid up 
’ STOCK 
yin 
Unissued 


£1,000,c0o 
6C0,000 





Issued and fully paid 


Paid up Capital 
RESERVE FUND 
Capital Reserve—Stock Premium Account 
Revenue Reserve - a ve 


£80,coo 
2,320,c00 


Balance of Profit and Loss Account 


Note Circulation 

Deposit, Current and Other Accounts, including Cc ontingency Accounts 

Balances in Account with Lloyds Bank Limited and its Subsidiaries 

Dividends and Special Bonus payable in January 1959 

Acceptances, Endorsements, Guarantees and other Ob ligations on ‘account of C ‘ustomers 


198) 


5,006 
3,00 


2,000 


£ ; 33,985, 


PROFIT AND LOSS ACC0 


d 


DAVID ALEXANDER, General Manage. 


REPORT OF THE 


far as appears from our examination of those books, and proper returns adequate for the purposes of our audit! 
e have examined the foregoing Balance Sheet and Profit and Loss Account, which are in agreement with tt 
to us the said accounts give the information required of banking companies by the C ompanies Act, 1948, and ont 


1st November, 1958, and the Profit and 


I.oss Account gives a true and fair view of the profit, ascertained in the 


We also report that we have checked the Cash on hand at the Head Office in Edinburgh, at the London City 
and other investments of the Bank. 
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LONDON OFFICES: 
CITY OFFICE: 37 NICHOLAS LANE, LONDON, E.C.4 
WEST END OFFICE: 18-20 REGENT STREET, LONDON, S.W.1 


ICE: 
LASGOW, C.2 


BER, 1958 








ASSETS 
1957 1955 
£ Coin, Bank of England Notes, Notes of other Banks and Balance with the Bank of £ 
15,992,055 englan o- 17,297,277 
12,962,054 Balances with other Banks in the British Isles and cheques i in course of collection .. 13,801,807 
1,596,575 Balances in Account with Lloyds Bank Limited and its Subsidiaries .. ap an 1,348,644 
19,100,000 Money at Call and Short Notice in London ra i 2y ich ne ea 12,500,000 
1,662,495 Balances with Banks abroad (see Note 3) .. ‘8 — Pr 5 i “a 1,434,149 
1,490,000 British Government Treasury Bills .4 ae s a “a 3 7 4,000,000 
43,803,809 50,381,877 
48,805,367 Securities of, or guaranteed by, the British Government (see Note 1) .. 7 s 50,634,494 
Other Stocks and Investments (see Note 2): 
Quoted oF oa ‘s i bs no — sa £190,695 
Unquoted .. 625,000 
NotTe.—There is a Contingent Liability of £97,500 for U ncalled 
Capital. 
$15,095 —— $15,695 
1,531,529 Bills Discounted 908,154 
Advances to Customers and other Accounts after deducting provision for Bad and 
22,335,912 Doubtful Debts... 24,667,435 
Liability of Customers for Acceptances, Endorsements, Guarantees and other 
5,97 5,062 Obligations as per contra na ia + a oe ke ‘é mS 5,405,740 
23,267,374 ; 132,313,395 
1,075,070 Bank Buildings and other Property at cost /ess amounts written off. . a as 1,172,337 
NOTES: 


1. British Government Securities amounting to {50,634,494 are taken at or under 
cost and below redemption price. ‘The market value of these securities at 
1st November, 1958, less accrued interest, was £49,399,164. It has not been 
considered necessary to make provision for this difference as all the securities 
are redeemable at fixed dates, the majority within ten years. No transfers 
have been made during the past year from Inner Reserves or from profits to 
write down the Book Value of the securities. 

2. Other Stocks and Investments; the market value of the quoted investments 
and the Directors’ valuation of the unquoted investments at 1st November, 
1958, were each greater than the Balance Sheet figures. 

3. Foreign Currencies have been converted at rates of exchange ruling at 
ist November, 1958. 

4. Contracts for outstanding capital expenditure amount approximately to £79, 300. 


24,343,044 £133,985,732 








R TO 1st NOVEMBER, 1958 





Ry 
Balance brought forward from last year . 135,043 
Net Profits, after deducting Expenses of Management (including Directors’ Emoluments, 

£14,120), allowing for Rebate, Interest and ‘Taxation and after making transfers to the 

credit of Inner Reserves, out of which provision has been made for diminution in the value 

of Assets (subject to Note 1 above) a os a? ei “ -s kz - 330,177 


—_—-— 


£471,820 








WILFRID AYRE, Chairman 

A. McCANCE , 
JAMES A. WALKER 

JOHN BARTHOLOMEW J 


Directors. 
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= PROPRIETORS 


ecessary for the purposes of our audit. In our opinion proper books of account have been kept by the Bank, sO 
m the Branches not visited by us. 

returns of the Bank. In our opinion and to the best of our information and according to the aieaiinins given 
rein and subject to Note 1, the Balance Sheet gives a true and fair view of the state of the Bank’s affairs as at 
ted, for the year ended on that date. 

Glasgow Office and have verified the Balances with London Bankers and Banks abroad, the Government Securities 


J. H. A. C. CRAWFORD, C.A. 
WIL LIAM L. DAVIDSON, C.A. J \ Auditors. 
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